The New York 


Certified Public Accountant 


Vou. IX October + 1938 


IN THIS ISSUE 


Machine Accounting as Applied to Department Store 
Customers’ Accounts 


By J. L. Stmon, C. P. A. 


Fiduciary Accounting 


Contractors’ Accounting 


Accounting Releases of the Securities and Exchange Commission 


Current Events — Elections 


Published by 


Tue New YorK STATE SOCIETY OF CERTIFIED PuBLic ACCOUNTANTS 
Single Copy 25 Cents : Per Annum $2.00 


7 
N 
oO. 1 
4 
4 | 
ug 
ie 


Objects of the Society 


“To cultivate, promote and disseminate knowledge and 
information concerning accountancy and subjects re- 
lated thereto ; to establish and maintain high standards of 
integrity, honor and character among certified public ac- 
countants ; to furnish information regarding accountancy 
and the practice and methods thereof to its members, and 
to other persons interested therein, and to the general 
public ; to protect the interests of its members and of the 
general public with respect to the practice of account- 
ancy ; to promote reforms in the law ; to provide lectures, 
and to cause the publication of articles, relating to 
accountancy and the practice and methods thereof; to 
correspond and hold relations with other organizations 
of accountants, both within and without the United States 
of America ; to establish and maintain a library, and read- 
ing rooms, meeting rooms and social rooms for the use 
of its members ; to promote social intercourse among its 
own members and between its own members and the 
members of other organizations of accountants and other 
persons interested in accountancy or related subjects; 
and to do any and all things which shall be lawful and 
appropriate in furtherance of any of the purposes here- 
inbefore expressed.” 


—From the Certificate of Incorporation. 
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FOREWORD 


The need for some form of publication designed to keep the members 
informed of the activities of the Society and to present articles on accounting 
has been recognized and met by the Society since the inception of the News 
Bulletin in April, 1923. 


The News Bulletin was issued as occasion demanded until October, 
1933, when an enlarged Bulletin was published as a quarterly. Beginning 
October, 1934, the name was changed to “The New York Certified Public 


Accountant.” 


In October, 1932, the Society issued, in addition to the quarterly, a 
Monthly Bulletin which has been continued to the present time. 


Starting with this issue, “The New York Certified Public Accountant” 
will be published monthly from October to June each year and will include 
material formerly covered by both the quarterly and monthly publications. 


Through the combining of the quarterly, with its important contribu- 
tions to the literature of accountancy, with the monthly bulletin, containing 
a record of current Society news, it is hoped to present to the members a 
more complete and timely record of the activities and accomplishments 
of the Society. 


The Committee on Publications requests and will welcome, sugges- 
tions and comments from members directed toward the production of a 
publication that will best serve the interests of the members of the Society. 


The Committee on Publications, 


SAMUEL J. Chairman, 

Harotp J. Bearrsto, 

PEeRcIVAL F. BRUNDAGE, Vice Chairman, 
Harotp R. Carryn, 

J. ANDREW CRrarFTs, 

DeWitt C. EccLeston. 
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CURRENT EVENTS 


Sixteenth Annual Fall Conference 


A program of unusual interest to 
the membership has been arranged 
for the Sixteenth Annual Fall Con- 
ference of The New York State So- 
ciety of Certified Public Account- 
ants to be held in the Grand Ball- 
room of the Waldorf-Astoria Hotel 
on Monday, October 24, 1938. 


As usual, a morning, afternoon 
and evening session will constitute 
the program. 

The morning session, as in the 
past, will be under the supervision 
of the Committee on Accounting 
Machinery, under the chairmanship 
of J. Andrew Crafts, and will be a 
round table forum on the subject of 
“Accounts Payable Recording under 
Bookkeeping Machine Procedure.” 
A paper prepared by Robert T. 
Allen, a member of the Committee, 
will be presented and followed by 
discussion. 


The afternoon session will be 
under the supervision of the Com- 
mittee on Municipal and Local Taxa- 
tion, under the chairmanship of 
Samuel Kaplan, and will feature 
New York City Emergency Taxes. 
The speakers will include Charles 
Hecht and George L. Weisbard from 
the Society and Deputy Comptroller, 
Joseph M. Cunningham, Special 
Deputy Comptroller, Samuel Orr, 
and First Assistant Corporation 
Counsel, Frederick vP. Bryan, rep- 
resenting the City administration. 
Arrangements are being made to 


broadcast part of this program and 


it is felt that this session will be 
extremely valuable to all accountants 
in connection with their work on 
New York City emergency taxes. 


The Chandler Bankruptcy Bill 
which became effective on Septem- 


ber 22nd will be the subject for dis- 
cussion at the evening meeting 
which is being conducted by the 
Committee on Bankruptcy Proce- 
dure, under the chairmanship of 
David Berdon. Honorable Emanuel 
Celler, a representative in Congress 
from New York City, Jacob I. Wein- 
stein and James M. Rosenberg will 
present addresses of interest to ac- 
countants in connection with the 
Chandler Act. 


An exhibit of accounting machin- 
ery will be held in the Jade and 
Basildon Rooms of the Waldorf- 
Astoria and will be open during the 
entire day. 


A buffet luncheon will be served in 
the East Foyer to all members in 
attendance and an informal dinner 
is being planned for the evening. 


Second Series of Round Table 
Forum Discussions 


The second series of round table 
forums will be held at the Hotel 
Woodstock, 127 W. 43rd Street, New 
York City on Wednesday evenings. 
Dinner will be served at 6:30 P. M. 
for $1.40. The meetings will begin 
at 7:30 P. M. Attendance for each 
meeting of this series will be by 
reservation only, and _ reservation 
cards will be mailed to the members 
in advance of the meetings. 


The dates and the committees 
sponsoring the meetings are as 
follows: 


October 19th — Accountants’ Ofice 
Procedure—DeWitt C. Eggleston, 
Chairman. 


October 26th — Contingent Liabili- 
ties and Commitments — John 


Fraser, Chairman. 
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November 2nd—Budgets and Budge- 
tary Control — Eric A. Camman, 
Chairman. 


November 9th—Beverage Account- 
ing—Martin F. Kortjohn, Chair- 
man. 


November 16th— Clothing Manu- 
facturing Accounting — Michael 
Peyser, Chairman. 


November 30th—Intangible Assets— 
Wm. H. Peterson, Jr., Chairman. 


The plan will follow the series 
held in the Spring, and consists of 
a presentation of subject matter by 
means of prepared papers presented 
by members of the committee last- 
ing not more than three quarters of 
an hour followed by open discussion 
until the closing time of 9:30 P. M. 


Society and Board Meetings for 
the Ensuing Year 


The dates for the meetings of the 
Society have been selected and are 
as follows: 


Monday—October 24, 1938 
Monday—November 21, 1938 
Tuesday—November 22, 1938 
Monday—December 12, 1938 
Monday—January 9, 1939 
Monday—March 20, 1939 
Monday—April 10, 1939 
Monday—May 8, 1939 


The meeting of the Society sched- 
uled for Monday and Tuesday, No- 
vember 21st and 22nd will be de- 
voted to State and Federal Taxation. 


The following are dates tenta- 
tively set for regular meetings of the 
Board of Directors: 


October 20, 1938 
November 17, 1938 
December 8, 1938 
January 5, 1939 
March 16, 1939 
April 6, 1939 

May 4, 1939 


Society Employment Service 


As the busy season for public 
accountants again approaches, the 
Committee on Employment calls the 
attention of the members of the New 
York State Society to the Employ- 
ment Service maintained at the So- 
ciety’s office. If you have not 
already notified the office of the 
number of additional men you re- 
quire, you are urged to do so as soon 
as possible. 

Please state the type of men you 
desire, whether the positions are 
permanent or temporary, experience 
required and any other information 
which will help in selecting men to 
send you for interview. While we 
cannot promise to fill calls in every 
instance, we can often do so, and 
suggest that you list your require- 
ments regularly at the office. We main- 
tain an active file of applicants, and 
exceptionally good men_ register 
with us from time to time. 

If you know of men seeking em- 
ployment who are well-qualified by 
character and experience for public 
work, especially those who have 
done satisfactory work for you, 
kindly suggest to them that they 
register at the office. Your full co- 
operation is requested in order that 
the Employment Service may prove 
of increasing value to all members 
of the New York State Society. 


Grievance Committee 


At a meeting of the Committee on 
Grievances appointed under the 
C.P.A. Law of the State of New 
York held during the Summer a cer- 
tified public accountant, not a mem- 
ber of the Society, was reprimanded 
in the following terms: 

“You have been found guilty of 
fraud and deceit in the public prac- 
tice of accountancy. 

“Our civilization is based on law 
designed to protect property law- 
fully acquired as well as to permit 
us to pursue our lives under rea- 
sonable conditions. A condition 
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to being a free member of a na- 
tion and community is agree- 
ment to abide by its laws, and on 
the other hand, one also has the 
protection of the law. 

“A certified public accountant is 
a person who under the statutes of 
this state may hold himself out to 
the public as an expert public ac- 
countant who has qualified as 
such under the Education Law of 
this state. He has also submitted 
evidence as being a person ‘of 
good moral character.’ In the prac- 
tice of his profession he is placed 
in a position of trust in the ex- 
amination or ‘the preparation of 
accounts to which he appends his 
professional opinion that they are 
true; and if he in his practice is 
guilty of fraud, deceit or gross 
negligence he has been untrue to 
his trust and may suffer punish- 
ment. He cannot expect to re- 
ceive the benefits under the law 
unless he also abides by law. 

“T say that the acts of which you 
were guilty were reprehensible; you 
scorned the law and you have 
brought disgrace on an honorable 
profession. 

| , the committee be- 
lieves that you had discontinued 
the practices that led up to the 
complaint at the time the com- 
plaint was filed; it believes you 
will never again engage in pub- 
lic practice of accounting in a 
fraudulent or deceitful or grossly 
negligent manner. In that belief, 
it has not recommended punitive 
measures. The faith which this 
committee and the Regents have 
in you is in your keeping; see that 
you guard it well.” 


Annual Outing Held in June 


For the past three years the So- 
ciety has held its all day outing and 
tournaments during the month of 
September. This year, the Commit- 
tee on Meetings felt that June was 
a better month for this event and ac- 


cordingly the Fourth Annual Out- 
ing and Tournaments was held at 
the Westchester Country Club, Rye, 
New York, on June 8th. 

An attractive program consisting 
of golf, tennis, bridge, and other en- 
tertainment was enjoyed by the 
members attending the Outing. De- 
spite unfavorable weather conditions, 
56 members attended the outing. 

Prizes for golf were won by the 
following: 

Walter A. Staub Cup by Charles 
H. Dyson with a low gross score of 
83 and the Lafrentz Trophy by 
Robert F. Smart with a low net 
score of 72. Other winners were 
George FE. Bennett, J. Spelman, 
Thomas W. Brown, Harold B. Simp- 
son, James J. Hastings, Archie F. 
Reeve, Prior Sinclair, Wilbour D. 
Tripp, Walter N. Dean, G. Charles 
Hurdman, David Baumgarten, Wm. 
H. Peterson, Jr., Frank H. Wood- 
ruff, Samuel Aronowitz, Robert R. 
Booth, C. F. Hoffmann. 

Sidney B. Kahn won the Leides- 
dorf Tennis Trophy and door prizes 
at the dinner were won by Isidor 
Sack and Armand L. Bruneau. 

Fifty members and guests stayed 
for dinner and the prizes were pre- 
sented at the dinner. 


Fifth Regional Chapter Conference 
Sets Record 


This year the Society held its fifth 
annual chapter conference on June 
24th-26th at Holl’s Inn, Fourth 
Lake, Inlet, New York. This year 
a record was set for attendance, 
there being 105 members and guests 
present. 

The program for the Conference 
consisted of informal sports, round- 
table discussion meetings and gen- 
eral business meetings. 

The discussions covered topics of 
“Advancing the Interest of the Cer- 
tified Public Accountants”, ‘“Ac- 
counting Principles” and “Audit 


Working Papers and Auditors’ Lia- 
bility”. 


Current Events 


The Society was addressed by Mr. 
Ralph S. Johns, Chairman of the 
American Institute’s Special Com- 
mittee on Natural Business Year on 
“The Natural Business Year.” At 
the second evening session, an ad- 
dress was delivered by Mr. J. A. 
Voss, Director of Industrial Rela- 
tions of the Republic Steel Company 
of Cleveland, Ohio on “Labor Rela- 
tions.” 

Those present participated in the 
golf and tennis tournaments and in 
other sports. The prizes were 
awarded at a dinner held on Satur- 
day evening and were presented to 
the following: 

Victor H. Stempf trophy for low 
gross score to Charles H. Dyson. 

James F. Hughes trophy for low 
net score to G. Charles Hurdman. 

F. H. Hurdman trophy for chapter 
team to Syracuse Chapter team of 
George E. Bennett and Wm. A. 
Newman, Jr. 

Morris C. Troper tennis trophy to 
Frederick M. Bruell. 

Other prizes to Norman E. Web- 
ster, Irving Simon, Joseph Getz and 
Maurice Fried. 

Those who attended the Confer- 
ence expressed their feeling that 
much had been accomplished 
through this meeting of the up-state 
members with the New York mem- 
bers through their social and pro- 
fessional contacts and for the So- 
ciety through the cooperative ideas 
expressed for the advancement of 
efforts of the Society for its mem- 
bers. 


Directors Meet with Committee 
Chairmen 


Members of the Board of Direc- 
tors and chairmen of committees 
held an informal dinner meeting on 
September 22nd for the discussion 
of problems of the Society and plans 
for the coming year. 

The members present felt that the 
plans for Society activities indicated 
that the Society will have a most 
successful year. 


Employee Fraud to be Subject of 
Society Meeting 


The Society will devote the April 
meeting to a thoroughgoing study 
of the question of employee fraud in 
accounts. The particular approach 
that is thought desirable is a case 
study culled out from the experience 
of members of the profession. It is 
particularly desired to rivet atten- 
tion on that type of irregularity that 
perhaps would not be unearthed in 
the ordinary run of examination, but 
rather is disclosed by more or less 
fortuitous circumstances. The ob- 
ject of the study is to see whether 
such frauds lend themselves to classi- 
fication grooves and also whether 
accountants can proceedurally alter 
their course so as to minimize the 
fortuitous aspect. 

J. S. Seidman has been asked to 
take charge of this study, but, in sub- 
stance, all that it means is that he will 
act as a clearing house for the re- 
ceipt and analysis of the material 
that members of the profession see 
fit to supply in aid of the study. All 
material should be sent to the office 
of the Society. 

It is very likely that as a matter 
of regular office routine, you get out 
bulletins for your staff or your other 
offices about irregularities that you 
have found in examinations, how 
you found them, and what was done 
to prevent their recurrence. If so, 
such bulletins would be invaluable 
for our purposes. In addition to 
specific cases, you may perhaps have 
independently already formulated 
general principles and conclusions on 
the subject under study. If so, your 
views will be helpful indeed. Need- 
less to say, names, locale, etc., should 
be eliminated, but if there is any ma- 
terial that you desire to have con- 
sidered as confidential, that aspect 
will be strictly preserved. 

It is hoped that this presentation 
will result in a constructive advance 
on the subiect of fraud, and that it 
will redound to the benefit of the 
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profession and its relations with the 
business community. If this hope is 
realized, you may justly derive sat- 
isfaction from your own contribu- 
tion of material. 


John Moull 
John Moull, a valued and esteemed 


member of the Society since Febru- 
ary, 1909, died on July 9, 1938. 


Arthur B. Cornwall 

Arthur B. Cornwall, a member of 
the Society since April 11, 1910, died 
at his home on July 16th, at the age 
of 76. 

He was a member of the American 
Institute of Accountants. At the 
time of his death Mr. Cornwall was 
practicing on his own account. 

He is survived by his wife and a 
daughter. 


Abraham H. Berger 
Abraham H. Berger, a member of 
the Society since April 16, 1925, 
passed away on July 24, 1938. 


John D. Farnan 

John D. Farnan, a partner of the 
firm of Peat, Marwick, Mitchell & 
Company, and a member of the So- 
ciety since October 10, 1929, died 
as the result of injuries suffered in 
an automobile accident on Septem- 
ber 18, 1938. He was 44 years of age. 

Mr. Farnan was an active member, 
having served on various import- 
ant committees of the Society. He 
was also a member of the American 
Institute of Accountants, and several 
other organizations. 

He is survived by his widow and 
daughter. 


William Purcell Bickett 


William Purcell Bickett, a part- 
ner of the firm of Haskins & Sells, 


and a member of the Society since 
May 11, 1931, died at his summet 
home, Seven Oaks, Blowing Rock, 
N. C., on September 20th, 1938. 

Mr. Purcell was a member of the 
American Institute of Accountants, 
the Accountants’ Club of America, 
the National Association of Cost Ac- 
countants and was a past president 
of the Illinois Society of Public 
Accountants. 


John R. Wildman 


John R. Wildman, one of the lead- 
ing accountants in the United States 
and a member of the firm of Haskins 
& Sells, died September 21, 1938, at 
his home in New Jersey. He became 
a member of the Society on October 
6, 1911. 

Mr. Wildman was the author of 
many books on accountancy and a 
lecturer of prominence, addressing 
student bodies and accounting so- 
cieties in various parts of the 
country. He also wrote many ar- 
ticles on the subject of accountancy. 

He was a member of the Account- 
ants’ Club, American Institute of 
Accountants, the New Jersey State 
Society of Certified Public Account- 
ants, and numerous other organiza- 
tions. Mr. Wildman was a member 
of several important committees of 
the Society and was Chairman of the 
Committees on Education, Arbitra- 
tion Admission and Classification of 
Accountancy Services for a number 
of years. He was also a Director of 
the Society from 1917 to 1922. 


The Society has suffered a real 
loss in the passing of these men who 
indicated their interest in the welfare 
and advancement of the accountancy 
profession by their many years of 
loyal membership in the Society. 


ELECTIONS 


4 I ‘HE following is a list of associate members advanced to membership, 
members and associate members elected to membership in the Society 
at a meeting of the Board of Directors held on June 9, 1938. 


Advanced to Members 
Morris Adelson, 40 Exchange Place, New 


ork, 
Of Goldberg & Adelson. 
John R. Hamel, First Trust & Deposit Bldg., 
Syracuse, N. Y. 
With Hurdman and Cranstoun. 
Oscar Hanigsberg, 80 Centre Street, New 
York, 
New York State Public Service 
Commission. 
Harry Myles Jacob, 2 5Broadway, New 
York, 
With Greene Cananea Copper Co. 
Rudolph G. Lindstrom, 420 Lexington Av- 
enue, New York. 
Of Curran & Lindstrom. 
Paul Ford Mason, 90 Broad Street, New 
York, 
With Lybrand, Ross Bros. & Montgomery. 
Peter F. Ratigan, 30 Rockefeller Plaza, 
New York, 
With American Society of Composers, 
Authors and Publishers. 
Morris Simon, 55 West 42nd Street, 
New York, 
Of Simon, Moglin & Silverman. 
Eduard J. A. Tenbrinck, 56 Pine Street, 
New York, 
With Price, Waterhouse & Co. 
Joseph A. Waldman, 125 Park Avenue, 
New York, 
With S. D. Leidesdorf & Co. 
George L. Weisbard, 80 Broad Street, 
New York, 
With Seidman and Seidman. 


Members 


Max Ackerman, 60 East 42nd Street, 
New York, 
Of Alfred R. Bachrach & Co. 
Samuel A. Blutman, 125 West 45th Street, 
New York. 
M. H. Cochran, 120 Broadway, New York, 
With Barrow, Wade, Guthrie & Co. 
Rodney G. Dennis, 120 Broadway, New York, 
With Patterson, Teele & Dennis. 
Charles Andre Durra, 80 Maiden Lane, 
New York, 
With Touche, Niven & Co. 
Louis Edell, 152 West 42nd Street, New 
York, 
Of Edell & Knopf. 


Earl A. Faulkner, 67 Broad Street, New 


York, 
With Haskins & Sells. : 
Peter J. George, 500 Harrison Avenue, 
Harrison, N. J. 
Comptroller, Peter Doelger Brewing 
Corporation. 
Bernard J. Goldberger, 21 East 40th Street, 
New York, 
Of B. J. Goldberger & Company. 
Roy L. Halsted, 74 Trinity Place, New York, 
Of Patterson & Ridgway. 
Albert J. Hasson, 1776 Broadway, New York. 
Richard A. Henry, 165 Broadway, New York, 
With Niles & Niles. 
Frederick J. Lambertus, 56 Pine Street, 
New York, 
With Price, Waterhouse & Co. 
Sidney Landes, 475 Fifth Avenue, New York. 
Th Lang, 150 Nassau Street, New 


ork, 
Of Nathan Reass & Co. 
James Lee, 649-51st Street, Brooklyn, N. Y. 


Edwin W. Lightfoot, 67 Broad Street, 
New York, 
With Haskins & Sells. 
Harry Ligtermoet, 10 East 40th Street, 
Of L. H. Conant & Co. 
Irwin Lorber, 19 Fox Terrace, Poughkeepsie, 
N. ¥ 


Patrick rs Lunny, 80 Maiden Lane, New 
York 


ork, 
With Touche, Niven & Co. 
W. J. Mann, 40 Rector Street, New York. 
Harry Marcusa, 649 East 26th Street, 
Paterson, N. J. 
Benedict C. Messer, 261 Broadway, New 
York. 
Robert Meyer, 67 Wall Street, New York, 
Of C. A. Gall & Company. 
Harold Wilson Murphy, 1900 Rand Bldg., 
Buffalo, N. Y. 
With Ernst & Ernst. 
Irving P. Nipomnich, 475 Fifth Avenue, 
New York, 
Of Joseph Getz & Co. 
Julian J. O’Connor, Niagara Falls Trust Co. 
Bldg., Niagara Falls, N. Y. 
Of R. A. O’Connor & Co. 
Edward T. Perine, 570 Lexington Avenue, 
New York, 
Of Perine & Company. 
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Donald H. Ridgway, 56 Pine Street, 
New York, 
With Price, Waterhouse & Co. 
Douglas A. Sale, 90 Broad Street, New 
York, 
With Lybrand, Ross Bros. & Montgomery. 
Christen Spangsberg Soe, 125 Park Avenue, 
New York, 
With S. D. Leidesdorf & Co. 
Richard A. Terhune, 110 East 42nd Street, 
New York, 
With Bacas, Gates & Potter. 
Hugo D. Walz, 132 West 31st Street, 
New York, 
Assistant Secretary and Controller, 
City Stores Company. 
Charles Benneworth Willis, 115 Chambers 
Street, New York, 
With Irving Savings Bank. 
Charles Winter, 152 West 42nd Street, 
New York. 


Associate Members 


Edwin H. Adams, 304 Trust Co. Bldg., 
Watertown, N. Y 
With H. F. Farrington & Co. 
Haver Eugene Alspach, 90 Broad Street, 
New York, 
With Lybrand, Ross Bros. & Montgomery. 
Jules E. Anderson, 350 Fifth Avenue, 
New York, 
Chief Auditor, Schenley Products Co. 
Robert A. Arnot, State Office Bldg., Albany, 
With Dept. of Taxation & Finance, 
Beverage Tax Bureau. 
Maurice D. Astor, 1953-70th Street, 
Brooklyn, N. Y. 
Henry R. Baltzersen, 56 Pine Street, 
New York, 
With Price, Waterhouse & Co. 
C. Raymond Block, 130 West 86th 
Street, New York. 
Clarence H. Bodo, 414 Chimes Bldg., 
Syracuse, N. Y., 
With Forrest E. Ferguson & Company. 
Herbert J. Brown, 90 Broad Street, New 
York, 
With Lybrand, Ross Bros. & Montgomery. 
Glenn A. Butler, 92 Liberty Street, New 
York, 
With Chambellan, Berger & Welti. 
James Thomas Andrew Carberry, 300 
Mulberry Street, New York, 
With City Magistrates’ Courts, City of 
New York. 
Leon Chaikin, 551 Fifth Avenue, New York, 
Of Chaikin & Donner. 
John F. Cody, 50 Broadway, New York, 
With Webster, Horne & Blanchard. 
Thomas A. Costello, 307 West 49th Street, 
New York. 
Wilbur Melvin Crook, 19 Rector Street, 
New York, 
With Byrnes & Baker. 


M. J. Denis, 233 Broadway, New York. 
With Union Bag & Paper Corporation. 
Thomas A. Feeley, 111 Broadway, New York, 
With Scovell, Wellington & Company. 
Julius Fein, 1440 Broadway, New York, 
With Harry A. Cummings & Co. 
Michael Nicholas Fekete, 1027 N. Highland 
Ave., Los Angeles, Calif. 
With Nash-Kelvinator Corporation. 
Morris Feuerstein, 11 Park Place, New York, 
With Manus M. Rabbin. 
Harry Finkelstein, 250 Hudson Street, 
New York, 
With Independent Subway System. 
Richard J. Fives, 56 Pine Street, New York, 
With Price, Waterhouse & Co. 
Joseph Fogel, 17 East 42nd Street, New 
York. 
John S. Frampton, 103 Park Avenue, 
New York, 
With Davies & Davies. 
Ernst L. Frank, 7 Hanover Square, New 
York, 
With W. R. Grace & Co. 
Samuel Friedman, 450 Seventh Avenue, 
New York, 
With A. L. Eolis & Associates. 
Robert Goldstein, 18 East 41st Street, 
New York, 
With Maurice P. Geller. 
Jacob Greenspan, 1 West 34th Street, 
New York. 
Randolph Chalker Griffith, 26 Wall Street, 
Orlando, Fla. 
Norman Frederick Hacker, 350 Fifth Av- 
enue, New York, 
With Schenley Products Co. 
Edward F. Haller, 717 City Bank Bldg., 
Syracuse, N. Y., 
With Stover, Butler & Murphy. 
Walter E. Hampton, 1790 Broadway, New 
York, 
With United States Rubber Products Inc. 
Paul Harmel, 3310 Avenue P, Brooklyn, 


J. Hudson Hausmann, 51 Chambers Street, 
New York, 
With Emigrant Industrial Savings Bank— 
Auditing Dept. 
Abraham J. Heller, 286 Fifth Avenue, New 
York. 
William J. Heron, 67 Wall Street, New York, 
With Pasley & Conroy. 
I. Arnold Hirschberg, 116-57th Street, 
Brooklyn, N. Y. 
With North American Iron & Steel Co., 
Inc. 
Daniel aia 435 Brisbane Bldg., Buffalo, 


Bernard Kestenbaum, 594 Broadway, New 
York 
With Benjamin Schuster. 
John Kunkel, 111 Broadway, New York, 
With Scovell, Wellington & Company. 
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Elections 


Horace J. Landry, 50 Broadway, New York, 
With Webster, Horne & Blanchard. 
Louis L. Lazarus, 485 Madison Avenue, 
New York, 
With Columbia Broadcasting System, Inc. 
Irving I. Linka, 1450 Broadway, New York, 
Of Konigsberg, Cohen and Linka. 
F. Joseph Mack, 90 Broad Street, New York, 
With Lybrand, Ross Bros. & Montgomery. 
Kalman Marshak, 50 Lafayette Street, 
New York, 
With Emergency Revenue Div.-Dept. of 
Finance. 
James McKinlay, 80 Maiden Lane, New 
York, 
With Touche, Niven & Co. 
Albert E. Miller, 18 East 48th Street, 
New York, 
With Harris, Kerr, Forster & Company. 
Ernest L. Monroe, 378 Elmwood Avenue, 
Buffalo, N. Y., 
With Income Tax Bureau, Dept of Taxa- 
tion & Finance, State of New York. 
Richard Charles Munsche, 56 Pine Street, 
New York, 
With Price, Waterhouse & Co. 
Edgar Eugene Murphy, 67 Wall Street, New 
Vi 


ork, 
With C. D. Giles & Co. 
George Prisamt, 1501 Broadway, New York, 
With Jack Prisamt. 
John Joseph Rachels, 500 Fifth Avenue, 
New York, 
With Martin M. Selverne Co. 
Fred D. Richmond, 1734 Park Place, 
Brooklyn, N. Y. 
John F. Schmonsees, 56 Pine Street, New 
York, 
With Price, Waterhouse & Co. 
Robert L. Scottino, 30 Rockefeller Plaza, 
New York, 
With Pathe Film Corporation. 
Jacob Simon, 1133 Broadway, New York. 
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Robert Lee Smith, Lafayette Bldg., 
Buffalo, N. Y., 

With J. D. Elliott & Company. 

William T. Snyder, 30 Rockefeller Plaza. 
New York, 

With Rockefeller Center, Inc. 

George Irving Springsteen, 80 Broad Street, 
New York, 
With Loomis, Suffern & Fernald. 
Stiles William Stevens, 10 East 40th Street, 
New York, 
With Martin Kortjohn & Co. 
Vernon L. Strange, 501 Fifth Avenue, 
New York, 

With Max B. Miller & Co. 

George Byron Talmage, 90 Broad Street, 
New York, 

With Lybrand, Ross Bros. & Montgomery. 
William Tanklow, 233 Broadway, New York. 
Joseph Treiser, 475 Fifth Avenue, New 

York, 

Of Joseph Getz & Co. 

Ira Nelson Tuck, 1450 Broadway, New York, 

With Goldberg, Gilbert Co. 

James Edwin Turner, 105 Hudson Street, 
Jersey City, N. J., 
With Colgate-Palmolive-Peet Companv 
Charles F. Wicker, 80 Centre Street, New 
York, 
With Public Service Commission, State of 
New York. 
Irving Wishinsky, 79 Fifth Avenue, 
New York, 
With Eagle Clothes. 
Samuel Wolman, 1776 Broadway, New York, 
George Francis Wyman, 56 Pine Street, 
New York. 
With Price, Waterhouse & Co. 


The number of members as of 
October 14, 1938, is as follows: 


2,683 
Associate ......... _277 
2,960 
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Machine Accounting As Applied to Depart- 


ment Store Customers’ Accounts 
By J. L. Stmon, C. P. A. 


NEW mechanical devices empha- 

size the necessity of observing 
this dictum: There is no ideal, made- 
to-order accounts receivable system 
which can be applied universally, 
but it is possible to adopt a combi- 
nation of conventional routines into 
an efficient accounts receivable sys- 
tem for any particular store. 

Basically, there are two types of 
department store machine accounts 
receivable routines, viz., the Unit 
Plan and the Dual Plan. The use of 
the Dual or Unit method, the adop- 
tion of pre-audited or post-audited 
totals, the selection of microfilm de- 
vices and bookkeeping machines and 
the consideration of routine control, 
are all vital factors for study in 
achieving maximum results in the 
department store accounts receivable 
application. 

In a survey conducted this year 
under the auspices of the National 
Retail Dry Goods Association on 
“Trends in Accounts Receivable 
Methods,” it has been found that 
85% of the stores replying use the 
Unit system, and 15% use the Dual 
System. It is of great importance 
to understand the distinction be- 
tween the two methods. The Unit 
Plan produces at least one or more 
duplicate copies of the original cus- 
tomers’ statements, with or without 
a collated ledger record posted at the 
same operation, whereas the Dual 
Plan has an original and, if neces- 
sary, a duplicate statement posted in 
detail in addition to an original led- 
ger record posted in a separate opera- 
tion in skeleton, i. e., in terms of 
ticket totals only. 

Proponents of the Unit Plan point 
to the following advantages: 


1. At the close of the month, 
customers’ statements can be 
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mailed promptly, since all work is 
proved daily, and no comparison is 
needed with ledger records. 


2. The duplicate and original 
statements are always in agree- 
ment inasmuch as one is the car- 
bonized copy of the other. 


3. The Credit, Adjustment, and 
other interested departments may 
use the same records, namely, the 
duplicate copy of the statement or 
the detailed ledger record. 


4. The Credit Department has 
available a detailed record of the 
customer’s account. By a detailed 
record is meant a complete item- 
ization of all debits and credits. 


5. The “stuffing,” “marking,” 
“offsetting accounts’ in ledgers by 
independent clerks acts as a check 
against posting to the wrong ac- 
count. (These terms are defined 
under the paragraph “Methods of 
Identifying Accounts Affected by 
Posting Media.’’) 


6. It may require less mechani- 
cal equipment with attendant sav- 
ings because the same machine is 
used for all postings. 


Proponents of the Dual system 
point to the following merits of their 
plan: 


1. Because of two independent 
postings and comparison of the 
results, the possibility of posting 
to the wrong account is almost en- 
tirely eliminated. One method of 
comparing results requires a proof 
sheet maintained by the ledger 
operator, on which proof sheet 
there is recorded with each post- 
ing the old balance, debit posting, 
and credit posting. At the end of 
the run, the total of new balances 
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is derived by deducting the total 
of credit postings from the sum of 
the totals of old balances and debit 
postings. On the other hand, the 
statement operator retains a copy 
of all detail postings on a proof or 
tally roll, which represents a ver- 
tical itemization of the old bal- 
ances, debit postings, credit post- 
ings, and new balances. Only the 
new balances are accumulated. 
Thus to prove the accuracy of the 
work, the derived new balance 
total of the ledger operator is com- 
pared with the accumulated new 
balance total of the statement 
operator. Any difference between 
these two totals will indicate an 
error or errors in one or more of 
the following classes: 


(a) The posting of a debit item. 
(b) The posting of a credit item. 


(c) The pick up of an old bal- 
ance. 

(d) A posting to the wrong ac- 
count, resulting in the pick up of 
an old balance different from that 
on the right account. (The detec- 
tion of such an error is based on 
the assumption that two operators 
working independently will not 
make the same error.) 

(e) A machine error. (These 
are infrequent but do happen oc- 
casionally.) 


To locate any difference, each 
individual new balance is checked 
as both proof listings are placed 
alongside one another. 


2. The ledgers are generally 
free for inter-departmental use. 


3. The skeleton ledgers some- 
times act as a quicker reference 
for credit work. 


4. The annoyances and interrup- 
tions of machine operators are 
minimized because of the existence 
of two independent records, the 
detailed statement record and the 
summarized record. 
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5. Where the individual items 
on a sales ticket are numerous, 
the speed of the Dual Plan is in- 
creased, and its cost diminished. 
This is true because the entries on 
ledger records are summarized; 
that is, only the total of the charges 
for any one ticket is posted to the 
ledger account. 

The number of postings to the 
skeleton ledger is necessarily less 
than on the detailed statement. 
This is obvious, if we assume that 
the average number of items per 
sales ticket is two and one-half, 
for then the number of key strokes 
for this operation is reduced 60% 
when posting to the skeleton 
ledger. 


Whatever the popularity of the 
Unit Plan may be, we must reckon 
with some of its major disadvan- 
tages. If the cutsomers’ accounts 
are not correctly “stuffed,” the ma- 
chine operator may post to the 
wrong account. Also, under this 
plan, in cases where the customers’ 
purchases are numerous and de- 
tailed, long and many statements and 
ledger sheets will result. This, of 
course, proves costly because of the 
added burden of time and expense 
involved in handling more than one 
statement and ledger sheet. Again, 
where the Credit Department is com- 
pelled to seek information, from the 
machine operators’ carbonized state- 
ments or ledgers, the procedure may 
not only decrease the productivity of 
the machine operators, but interfere 
with the efficient work of the Credit 
Department. 

Under the Dual Plan, however, the 
major problem is its cost. Here it is 
sometimes necessary to maintain 
two different types of machines, re- 
quiring additional floor space. Also, 
because of this dual operation, the 
cost of personnel is greater. 


The Microfilm “Plan” 
An auxiliary device used after the 
machine operation involves the use 
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of a filming process. This filming de- 
vice, mention of which was made in 
a previous issue of the “New York 
Certified Public Accountant”, (Oct- 
ober, 1936) will not. be described 
here, except insofar as it is related to 
the department store accounts receiv- 
able application. 

This operation requires an original 
detailed statement of the size used 
by the particular store. In some 
cases, an original and duplicate 
statement is used. To the right of 
the statement there is added a sec- 
tion containing two additional col- 
umns (new balance and old balance 
pick-up). Prior to machine posting, 
both sections are addressed. At the 
close of the posting period, the two 
sections are detached or cut. At this 
point, the original statement is 
photographed, then mailed, while 
the stub is used to transfer the bal- 
ances to the new statement. Since 
the filmed record is made on very 
small film in rolls which are used for 
reference, this plan saves filing 
room, and, therefore, conserves floor 
space. Where one detailed state- 
ment is used, it saves time and ex- 
pense in the handling and collating 
of another form. Its aim, also, is to 
increase the billing production per 
machine operator. 

These advantages must be weighed 
against the cost of the filming equip- 
ment and supplies, as well as the 
time spent by the personnel of inter- 
related departments in their con- 
stant references to the filmed records. 


Types of Unit Plan 


The varied nature of the Unit Plan 
may perhaps give meaning to its 
wide acceptance. In its first form, we 
have the original statement and car- 
bonized ledger record. Like all Unit 
Plan types, the original statement 
and ledger are the results of one oper- 
ation, both forms being collated, in- 
serted in the machine and ejected 
after the media have been posted. 
The carbonized ledger record be- 
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comes a continuous history of the 
account which is useful for credit 
reference, adjustments, and may be 
used for customer and departmental 
analyses. 


Second, we may adopt an original 
and duplicate statement and carbon- 
ized ledger record. This routine 
differs from the first operation only 
in that an additional statement is 
produced. Obviously, this type of 
billing is more costly than the single 
statement. It involves the use of an- 
other form, slows up billing produc- 
tion, and adds to the work of the 
Addressing Department. However, 
the additional statement may justify 
its cost. Where interruptions by 
Credit, Adjustment, and other inter- 
ested departments are many, this 
independent record is utilized advan- 
tageously. Arranged in a _ special 
binder, it may be referred to without 
contact with bookkeepers. The re- 
cord may also be used as a posting 
medium to customers’ collection 
records. 


A third type of Unit Plan uses a 
detailed original and duplicate state- 
ment. It is popularly known as the 
fold-over bill plan, and eliminates the 
continuous ledger sheet. It is easy 
to handle, reduces supply costs, and 
aids in increasing machine operator 
production. However, original and 
duplicate statements must be ad- 
dressed each month and old balances 
transferred to new statements. This 
method entails the loss of time when 
a previous month’s history of the 
customer’s account is needed for re- 
ference by interested parties. All 
other methods have a running his- 
tory of the account on ledger records. 


Fourth, there is the original and 
duplicate statement and original led- 
ger record. Under this method of 
operation, a fold-over duplicate 
statement is used in conjunction 
with a skeleton ledger record, where- 
on net charges are posted monthly 
and cash daily. The ledger form may 
serve to supply credit history, col- 
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lection data, sales promotion activity 
and such other detailed information 
as a particular store may need for 
its purposes. 

The duplicate statements are 
posted in detail as to merchandise 
sold and returned. Cash received is 
posted to the ledger only. The total 
net purchases of the customers are 
transferred to the ledger record at 
the end of the month. The net prior 
balance after current cash credits is 
transferred to the statement from the 
ledger at the end of the month. This 
process differs from the Dual Plan 
in that one set of proof totals is pro- 
vided for all records created by the 
same machine operator. Also, the 
ledgers can be used for a period of 
two or more years. No cash pay- 
ments are entered on the detailed 
statement as in other applications. 
Where a customer pays last month’s 
balance in full, no balance is carried 
forward to the customer’s statement 
from the original ledger records. 


Fifth, there is a more unusual plan 
which provides for posting the cus- 
tomer’s statement in terms of ticket 
totals only, without description, and 
the transmission to the customer at 
the end of the month of the original 
copy of the statement together with 
a copy of each sales ticket. 


Features of the Dual Plan: 


The significant feature of the Dual 
Plan is that two separate operations 
are required for the recording of 
posting media. It is usual, but not 
always necessary, to have two differ- 
ent types of machines do these post- 
ings. Two proof sheets. are 
maintained and compared. The led- 
ger records may serve as sources of 
reference for the Credit and Adjust- 
ment Departments and may be de- 
signed to supply other essential 
information. Generally, duplicate 
and original statements are used in 
addition to skeleton ledger records. 
With this dual source of information, 
the friction of interested parties 
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seeking information from machine 
operators is minimized. 


Flow of the Work: 


Exhibit “A” illustrates factors 
contributing to an effective accounts 
receivable control. The following 
presents in a more detailed form the 
routing of the material, as sum- 
marized in the chart. 


(A) Basic Features: 

Larger retailers usually sub-divide 
their accounts receivable ledgers 
into various sections, each contain- 
ing a different class of accounts— 
for example, accounts of regular 
charge customers, deferred payment 
accounts, deposit accounts, C. O. D. 
accounts, or customers’ advance 
payment accounts. In order to facili- 
tate posting, each of these ledger sec- 
tions may be further sub-divided, 
depending upon the number of ac- 
counts therein, into alphabetical 
groups such as accounts A to D, E 
to G, H to K, etc. 


(B) Sales Clerk: 

The original entry, giving the de- 
tails of each sale, is usually made in 
triplicate on perforated sales slips. 
Each set of slips is serially and con- 
secutively numbered to facilitate 
subsequent audit. One copy of each 
sales slip remains with the Sales 
Clerk, and the other copies are sent 
to the Cashier or Approval Desk, de- 
pending upon whether the trans- 
action is a cash or a charge sale. We 
are here concerned only with charge 
sales. 

Charge sales must be approved for 
credit before the goods are delivered 
to the customer. Sales slips should 
indicate all the facts necessary to 
properly record the transaction, e. g., 
date, customer’s name, address, 
clerk’s name or number, description 
or merchandise sold, and amount of 
sale. 

At the end of each day the sales 
slips of each clerk are totalled and 
summarized according to _ cash, 
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charge, C. O. D. sales, or deposits 
on future deliveries. A copy of this 
summary, together with the support- 
ing sales slips, which represent the 
posting media, is then turned over to 
the Sorting Desk. 


(C) Accounts Receivable Cashier : 

An entry of each remittance re- 
ceived by mail to be credited to a 
charge account is made with one or 
more copies on perforated slips which 
indicate the name and address of the 
customer and the manner in which 
payment was made. When discount 
is claimed or allowed, a separate slip 
is made out. Payments on account, 
made in person, and payments re- 
ceived from collectors on customers’ 
accounts, are similarly handled. 

At the close of business each day 
separate adding machine lists, pre- 
ferably in duplicate, are made of the 
Cash Received Slips and of the Dis- 
count Allowed Slips. These lists, 
with their respective slips attached, 
may be sent directly to either the 
Audit Desk or the Sorting Desk, de- 
pending upon whether the account- 
ing procedure incorporates the pre- 
determined or after determined 
method of verification—subsequently 
explained under the caption “Audit 
Desk.” In any event, each day the 
Accounts Receivable Cashier sub- 
mits a summary of cash received to 
the Head Cashier, who, in turn, re- 
ports to the Audit Desk the details 
of all cash received. 


(D) Merchandise Returned: 


A Merchandise Credit Slip is pre- 
pared in duplicate when goods are 
properly returned. The charge cus- 
tomer is given one copy, and the 
other copy is sent to the machine 
operators via the Sorting Desk or the 
Audit Desk to be credited to the 
customer’s account affected. 

In the event that a charge cus- 
tomer desires to cash a credit slip, 
the cashier prepares a cash debit 
ticket, which is signed by the cus- 
tomer when payment is made. Such 


cash debit tickets are ultimately 
charged to the customer’s account 
affected. 

All returned merchandise should 
be checked to determine whether it 
was actually purchased in the store 
to which it is being returned for 
credit. The customer is usually re- 
quired to produce a copy of the 
original sales slip, which indicates 
whether the sale was made for cash 
or on credit in the first instance. 


(E) Sorting Desk: 

The various posting media, such 
as charge sales slips, cash received 
slips, merchandise credit tickets, dis- 
count slips, cash debit tickets, and 
memorandum charge or credit tickets 
are arranged in alphabetical order by 
ledger groups, with an adding ma- 
chine list attached to each group 
showing the predetermined total 
thereof. The posting media are then 
distributed to the machine operators, 
to be posted in the accounts receiv- 
able ledgers, the predetermined 
totals being sent to the Control 
Desk. In many routines, the task of 
preparing predetermined totals is 
delegated to the Audit Desk. 


(F) Audit Desk: 

Usually a summary or index is 
provided in the rear of each sales 
book. The index indicates the num- 
ber and amount of each sales slip in 
the book. Totals of the indexes of all 
sales books are checked and sched- 
uled. Every sales slip should be ac- 
counted for, either by cash reported 
as received by the cashier or by 
charge tickets. The daily report and 
supporting cash slips are received 
from the accounts receivable cashier. 
The Merchandise Returned Desk 
and the Approval Desk submit daily 
reports properly supported by vouch- 
ers. In this manner, the Audit Desk 
maintains complete control of all 
the factors which affect customers’ 
accounts. 

Some stores handle charge sales 
tickets on the afterdetermined total 
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basis, which means that the tickets 
are sent directly to the machine 
operators from the Sorting Desk, to 
be posted. Other stores operate on 
the predetermined basis, which sig- 
nifies that the charge tickets are 
sent directly to the Audit Desk be- 
fore they are posted in the accounts 
receivable ledgers. 


(G) Posting Routine: 

The various posting media are re- 
ceived from the Sorting Desk ar- 
ranged alphabetically in accordance 
with particular ledger sections—for 
example, accounts A-C, accounts 
D-F, accounts G-H, etc. 

In order to secure an equitable 
division of the work, the size of each 
ledger section is usually based upon 
the activity of the accounts within 
it. All sales slips, cash received slips, 
and debit or credit memos, may be 
posted in separate runs, or all post- 
ings, whatsoever their nature, may 
be made to customers’ accounts ia 
one run. 

The actual mechanics of the post- 
ing operation are varied. One 
method of proving the accuracy of 
the operations, especially where the 
afterdetermined method of control is 
used, is to first compile a pre-list of 
the old balance of the accounts which 
will be affected by posting media. 
This pre-list is totalled on a proof 
sheet, and is not referred to again 
until all debit and credit postings 
have been made on the customers’ 
statements. When all postings have 
been made to the customers’ ac- 
counts, the debit and credit totals are 
transferred to the proof sheet, and 
the resultant new balance should 
equal the new balance arrived at in- 
dependently on a tally roll which is 
part of the machine and which con- 
tains all postings made. As a further 
safeguard against error, detailed lists 
are made of all debit and credit post- 
ings, which are then compared with 
the previous totals cleared by the 
machine, or, if desired, with the tally 
roll tape. The proof of work, there- 


fore, consists of the pre-list of pre- 
vious balances, plus the debit post- 
ings, minus the credit postings, 
which equals the new balance, doubly 
checked. 

An alternative method is used 
when the machine operator picks up 
the last or most recent balance as it 
appears on the ledger or the state- 
ment and adds or subtracts the 
amount to be posted, the machine 
automatically computing the new 
balance. In order to prove the ac- 
curacy of the old: balance pick-up 
operation, the previous balance is 
picked up a second time at this point. 

The final proof of the work is a 
monthly trial balance of the ledgers 
as compared with the respective con- 
trolling account. 


(H) Control Desk: 


As implied by its name, the chief 
function of this desk is to control the 
activities of the machine operators. 
Before the various posting media are 
given to the machine operators, a 
schedule, sometimes referred to as 
the master control sheet, is prepared 
from the predetermined totals re- 
ceived from the Sorting Desk. The 
predetermined totals are properly 
classified according to ledger divi- 
sion. All errors in calculations or 
in sorting the posting media, re- 
ported by machine operators, are 
immediately adjusted on the control 
sheet. 

The predetermined totals of debits 
and credits on this master control 
sheet are compared with the corre- 
sponding totals appearing on the 
automatic audit sheets received from 
the machine operators daily. After 
all differences are reconciled and ad- 
justed, the automatic audit sheets or 
proof sheets and control sheets, to- 
gether with the related posting 
media, are then sent to either the 
Audit Desk or to the general ledger 
bookkeeping department, depending 
upon whether the predetermined or 
afterdetermined system, (previously 
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explained under the caption “Audit 
Desk”,) has been adopted. 

At the end of each month, a Trial 
Balance of each customer’s ledger is 
taken and submitted to the Control 
Desk to be compared with the ac- 
counts receivable controlling account 
received from the general ledger 
bookkeeper. This is the final check 
of the accuracy of the work. 


Addressing Department: 


Large retailers maintain separate 
mechanized addressing departments, 
whose major work consists of head- 
ing up the customers’ statements to 
be used for each month. This de- 
partment’s personnel and equipment 
is also utilized for sales promotional 
activities. However, in its relation 
to customers’ accounts, it becomes 
quite active toward the close of the 
month when new statements must be 
“Headed up“ for the next month’s 
work. At that time, active customers’ 
accounts are compared with plates 
maintained on file for every cus- 
tomer. Every plate usually has an 
attachment, sometimes referred to as 
a “pivot tab,” “shifting tab” or 
“swing tab.” This tab mechanism 
aids in selecting only those names 
which will be needed for the current 
month. The machine automatically 
imprints only those name-plates that 
are indicated by the position of the 
tab. 


Methods of Identifying Accounts 
Affected by Posting Media: 


Several methods of locating ac- 
counts affected by postings are in 
general favor. When ledger binders 
or trays are so constructed that the 
ledger sheets affected by postings 
may be projected either to the right 
or left of the regular line of account 
sheets not immediately affected, the 
“offset” method may used. 
“Stuffing” is the name applied to the 
method whereby the posting media 
are inserted in the ledger in a pro- 
jected position immediately in front 
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of the account affected. As a third 
alternative, “markers” may be em- 
ployed to indicate the accounts to 
which postings are to be made. The 
adoption of any particular method is 
chiefly a matter of personal prefer- 
ence. 


Credits and Collection: 


The efficiency of the accounts re- 
ceivable department can be judged 
also by the manner in which it serves 
and relates its information to the 
Credit Department. The peculiari- 
ties of a store may be such that it 
may find it most expedient to use 
any of the three following systems 
for its work. 

1. Complete history record 
cards. Postings are made from 
accounts receivable records to 
specially designed credit records. 

2. Customers’ ledgers. Direct 
reference is made by the Credit 
Department to accounts receivable 
ledgers. 

3. Partial Credit Records. Un- 
der this plan only the past due and 
follow-up collection accounts are 
transferred to the Credit Depart- 
ment. 


Whichever plan is instituted, the 
accounts receivable department can 
enhance the results of credit investi- 
gators by observing such essential 
criteria as: 

1. Simplicity, accuracy, and 
neatness of statements submitted 
to customers. 

2. Quality of the stationery 
should be appropriate and in keep- 
ing with the character of the store. 

3. Promptness in the mailing of 
all customers’ statements. 

4. Records should be up-to-date 
and always ready for quick refer- 
ence to facilitate interviews with 
customers regarding adjustments, 
credits or cash payments. 

5. The amount past due should 
be easily determined. 
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Machine Features: 

What machine features are of par- 
ticular importance when consider- 
ing accounts receivable department 
store accounting? Before making 
reply to this question, it is well to 
bear in mind that the millenium has 
not yet been reached by any one 
machine manufacturer. All account- 
ing machines available today have 
special features of undoubted merit, 
but obviously no one machine em- 
bodies every ‘conceivably helpful de- 
vice. We will make no attempt to 
itemize all such merits. However, 
we feel that the following features 
are worthy of consideration in con- 
nection with department store ac- 
counts receivable accounting: 

1. A sufficient number of regis- 
ters to permit cross computation 
and the use of an adequate proof 
method. 

2. Form handling devices that 
will permit rapid and easy form 
insertion and removal. 


3. Carbon handling devices that 
simplify the manifolding problem. 
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4, Manifolding power, i. e., the 
ability to make clear, clean car- 
bon impressions. 

5. Automatic carriage return, 
tabulations, and line spacing. 

6. Automatic date printing. 

7. Automatic control of addition 
and subtraction in crossfooting 
and accumulating registers. 

8. A device for accommodating 
an audit sheet or similar record. 

9, Automatic printing of bal- 
ances. 

10. Automatic repeat printing of 
balances. (When Micro-Film 
“Plan” is used.) 

11. Word Keys. (Helpful where 
item is repeated often.) 


In conclusion, it should be added 
that each machine feature should be 
weighed in the light of other impor- 
tant factors in each department store. 
Factors to be considered, to mention 
only a few, should include local 
trading customs, type of customer, 
employee capability, and store equip- 
ment and organization. 
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NOTHER in the current series 
of round table meetings of The 
New York State Society of Certified 
Public Accountants was held on 
May 18, 1938, under the direction 
of the Committee on Fiduciary Ac- 
counting. Mr. Henry Brach, Chair- 
man of the Committee, presided, 
and interesting papers were pre- 
sented by Mr. Chester A. Allen, Mr. 
Arthur B. Moll, and Mr. Orrin R. 
Judd. 


The Function of the Public Account- 
ant in Fiduciary Accounting 


The Function of the Public Ac- 
countant in Fiduciary Accounting 
was developed by Mr. Allen. He 
illustrated that the public account- 
ant has a legitimate field of work in 
this branch of accounting, and indi- 
cated that the recognition by attor- 
neys of the value of the accountant’s 
services in the preparation of fiduci- 
ary accounts would result in speed- 
ier approval by the Surrogate’s 
Court, to the consequent advantage 
of all who have an interest in the 
estate. He stated, 


“The source from which work 
flows to an accountant is from 
Fiduciaries—both corporate and in- 
dividual. 

“The corporate fiduciaries may be 
divided into two classes: First, 
those trust companies that merely 
send to their attorneys (and there 
are attorneys in every estate; no 
trust company would, and no indi- 
vidual fiduciary should, attempt to 
administer estates without the aid of 
an attorney) a transcript of their 
books—divided as to principal and 
income. Second, those trust com- 
panies better equipped, that prepare 
the account in final form. They have 
trained men, not necessarily public 
accountants, who take the figures 
from their books and put them in the 
form which the trust company be- 
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lieves to be right. There appears to 
be little work there for the public 
accountant except upon some special 
job involved in the administration of 
the estate. 

“Individuals serving as fiduciaries 
do need and commonly make use of 
the services of an accountant in all 
three phases of his work. They need 
him to set up the books, to construct 
the record which is going to be used, 
and often to do their bookkeeping at 
regular periods. 

“These, however, are not the prin- 
cipal sources of engagements for the 
public accountant. The real and di- 
rect source is the attorney, the attor- 
ney who must, in every case, serve 
the executor, the fiduciary. The 
larger firms of attorneys, those par- 
ticularly who are counsel to trust 
companies, have on their own staff 
an accountant, perhaps certified, and 
they do not need public accountants 
except in an emergency. Other at- 
torneys who are not serving corpo- 
rate trustees day in and day out, do 
need our services and can greatly 
benefit by them, for few lawyers are 
facile in the handling of figures.” 

The relationship between the ac- 
countant and the attorney in engage- 
ments of a fiduciary capacity was 
considered. The attorney of neces- 
sity must supply the broad direction 
in work of this nature. If the ac- 
countant does not recognize this 
relationship, the partnership of at- 
torney and accountant will not func- 
tion efficiently. 

Mr. Allen illustrated his point as 
follows: 

“The fiduciary is charged with the 
values at the time he receives them, 
which means he is accountable for 
those values, and if later he cannot 
give an account of his stewardship 
and there is a loss in those values, he 
must make good in dollars. It is 
quite important that the valuation be 
not too high; an accountant must 
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not have an inflexible mind which 
views only from the point of state- 
ments for credit purposes. The law 
may help, for it sometimes relaxes 
those accounting rules which are 
used in general accounting practice. 


“Nor is it good for the accountant 
to go to the other extreme and en- 
deavor to support unduly low values. 
It is of little advantage to have the 
value of an asset, such as stock in a 
closely held corporation, fixed at a 
low figure, and thereby save some 
estate tax, only to have a sale at a 
very fine price with a consequent in- 
come tax two or three times as much 
as the saving in the estate tax. 

“To be of full service to the attor- 
ney, the accountant should be in- 
formed as to certain specific matters 
—that the case law has been settled 
on a particular point, that the statu- 
tory law has covered others. He 
should know those points on which 
the law is changing and should be 
able to see where the case on which 
he is working is not ‘on all fours’ 
with the decided cases. 


“Other matters with which the ac- 
countant must be conversant are: 


“(1) In figuring the inventory 
with which the executor is charged, 
he must not only take in the items at 
the date of death at fair market 
value, but must include income ac- 
crued to the date of death. Uncut 
bond coupons are shown separately. 
Accrued interest is from the last in- 
terest due date, down to the date of 
death, except in the case of savings 
bank accounts where interest which 
has been actually credited by the 
savings bank is used. 

“On stocks, the state, particularly, 
goes back to the fundamental law 
and says that when a dividend is 
declared it is a property right and 
whether the stock is ex-dividend or 
not that dividend must be accrued. 
If the accountant should value stock 
at the newspaper quotation (it is not 
selling ex-dividend, so that the quo- 
tation is for the stock and the divi- 
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dend which will go with it until a 
certain date) and then add, as the tax 
authorities will require, the dividend 
declared, because that is a property 
right, the estate would be taxed 
twice on that dividend. The stock 
must first be valued at the market 
quotation at the day of death; from 
this is deducted the value of the 
dividend which is declared and so in- 
cluded in the selling price. The 
dividend is reported separately. The 
result is that you get in the two 
figures exactly what the stock was 
quoted at in the newspaper. 

“(2) Rules as to amortization are 
entirely different from those followed 
in commercial practice, except per- 
haps in the life insurance and bank- 
ing businesses. In commercial 
accounting, premiums on bonds are 
not amortized. In fiduciary account- 
ing, if the fiduciary buys bonds at a 
premium, those premiums must be 
amortized, the straight line method 
being generally enrployed. 

“(3) Although premiums on bonds 
purchased are amortized, a discount 
is never realized, so if a trustee is 
foolish enough, for instance, to buy 
second-rate liens on the second-rate 
railroads that are selling at below 
par, all of the benefit, if he realizes 
par, goes to the principal—the re- 
mainder. 

“(4) Depreciation on automobiles, 
buildings and fixtures does not have 
to be taken. The income beneficiary 
gets the benefit of the full net cash 
income from that class of asset. The 
same is true if the estate owns all of 
the stock of a corporation which has 
depreciable assets, but it is not true 
if the estate only owns a portion of 
the stock. Then the corporation, as 
a separate entity, takes off deprecia- 
tion and pays its dividends and they 
only go to the life tenant. 

“(5) Rules as to commissions. 
Cash is never paid out on executors’ 
commissions until the Surrogate has 
approved. The Surrogate’s Court 
has interpreted the law as allowing 
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one-half of the commission for re- 
ceiving and one-half for paying out. 
If a fiduciary receives $100,000 and 
then has a loss and pays out only 
$40,000 because the other $60,000 has 
been lost, he gets paying out com- 
missions only on the $40,000. 


“Only one commission is allowed 
unless the estate is $100,000 or more. 
No commissions can be paid to an 
executor or administrator, whether 
on principal or income, until a Surro- 
gate allows such payments. The 
fiduciary may not take the com- 
missions in advance, and if he does 
he is liable to be told to return it 
with interest. 

“In a trust, whatever its life, it is 
proper for a fiduciary to take his in- 
come commissions each year, so long 
as he renders a periodical statement 
to the beneficiary.” 


Following are some of the matters 
on which the law is not clear cut: 


(1) The determination of good- 
will for estate tax valuation. There 
is a possibility of a minus good-will. 
Mr. Allen stated that the state courts 
in the matter of Foster have recog- 
nized it and that his bank has just 
succeeded in having it established in 
a corporation which suffered severe 
losses in several years before the 
owner died. “I understand there is 
one decision in the Circuit Court of 
Appeals in the Federal Courts, but 
the Treasury Department has not 
vet adopted it. The rule is that it is 
possible to have a corporation with 
$500,000 worth of assets at the date 
of death and yet value them at 
$300,000. The cash and accounts re- 
ceivable, of course, are known; they 
will appraise the inventory, value 
the lands and buildings, deduct the 
liabilities, and that gives you a valu- 
ation which you would say surely 
ought to be taxed; but if that busi- 
ness has been operating on a return 
which is less than a fair return on 
the capital, they will take a capitali- 
zation on the basis of income, add 
that to the capitalization on the basis 


of value, and then cut them in two 
and arrive at an average.” The mat- 
ter of good-will, therefore, is ques- 
tionable. 

(2) Receipts from wasting assets 
or from companies which deplete 
their assets in making payments, 
dividends from mining, copper and 
coal companies which build up no re- 
serves for depreciation, are question- 
able. In the copper cases, most of 
them have been held to be entirely 
income. 

Getting away from corporations, 
if a man dies holding a leasehold 
which expires in ten or fifteen years, 
not all of the rent which the fiduciary 
gets from that leasehold is income. 
He must amortize that and put a 
portion back in principal. The ac- 
countant should bring such instances 
to the attention of the attorney. 

(3) Payments to infants. The 
fiduciary is not justified in paying 
income to the parents and relying on 
the parents to apply such income for 
the benefit of the infant. He must 
see how far the Iill goes and make 
his payments absolutely in accord- 
ance with the Will. 

A list of books on the subject, 
recommended by Mr. Allen, is as 
follows: 

Estate Administration and Ac- 
counting, by Chester J. Dodge, 
of the New York Surrogate’s 
Court. 

Wills, Executors and Trustees, by 
Grange, Staub and Blackford. 

Jessup-Redfield’s “Law and Prac- 
tice in the Surrogate’s Court’, 
with periodical supplements. 

McKinney’s “Decedent Estate 
Law” with annual supplements. 


Surrogate’s Court Act, published 
by Brooklyn Daily Eagle. 


Personal and Real Property Law, 
Books 40 and 49 of McKinney’s, 
containing all the rules for per- 
sonal and real property trusts 
created inter-vivos. 
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Mr. Allen concluded his talk with 
the statement that the Will is the 
fundamental and basic document, 
and that in the above mentioned 
books nothing will be found which 
counts against the Will. Unfor- 
tunately, he had to qualify this broad 
statement as follows: 


“You cannot believe everything 
the Will says. One of our Surrogates 
has just upset that. The Will, in the 
case to which I refer, gave the exe- 
cutor permission to have the stocks 
of the estate held in the name of 
nominees. The executor took advan- 
tage of this permission and had the 
stocks put in the names of nom- 
inees, something which many corpo- 


rate trustees do even without 
permission in the Will. The Surro- 
gate ruled that the decedent had no 
right to give this permission to the 
executor. Moreover, a man cannot 
die and say, ‘I leave so much of my 
estate to charities’, because there’s 
a law against the amount he can 
leave to charities in certain cases. 


“So, I cannot tell you that the Will 
is one hundred per cent controlling ; 
but where the provisions in the Will 
do not contradict law, the Will does 
control, so that if a Will says no 
amortization, no amortization is 
necessary. You must read and ana- 
lyze it, independently of the lawyer, 
and then submit it to him and ask, 
‘Is my interpretation correct?” 


Income Tax Returns of Fiduciaries 


By Artuur B. Moti 


"THis paper is restricted to a con- 
sideration of Federal income tax 
returns of executors or administra- 
tors, trustees of inter vivos trusts, 
and trustees of trusts created by 
Will. It includes, however, ques- 
tions relating to the taxation of 
beneficiaries of estates and trusts. 

We may state the three basic 
rules regarding the taxation of the 
income of estates and trusts: 

First, the income of an estate or 
a trust must be accounted for by the 
fiduciary and he is subject to income 
tax thereon (in his capacity as fi- 
duciary) except to the extent that 
certain deductions permitted by law 
shift the incidence of the tax to the 
beneficiaries of the estate or trust. 
The term “beneficiaries” is used in 
the broad sense and includes lega- 
tees, heirs, devises, and beneficiar- 
ies. 

Second, income which is taxed in 
the hands of the fiduciary is not sub- 
ject to tax when it is distributed to 
the beneficiaries or legatees. 

Third, the amount which the fidu- 
ciary is permitted to deduct as dis- 
tributed, credited or paid to bene- 


ficiaries, must be accounted for as 
income by the beneficiaries. 

From these basic rules and from 
the provisions of Sections 161 and 
162 of the Income Tax Law, we have 
the following specific situations: 

One, in the case of an estate of a 
deceased person during the period of 
administration or settlement, the fi- 
duciary is allowed to deduct the 
amount of the income of the estate 
for its taxable year, which is prop- 
erly paid or credited during such 
year to any legatee, heir, or benefi- 
ciary. The amount so allowed as 
a deduction must be included in 
computing the taxable income of the 
beneficiary. 

Two, in the case of an estate or 
trust other than the estate of a de- 
ceased person during the period of 
administration, the fiduciary is al- 
lowed to deduct the amount of the 
income of the estate or trust which 
is to be distributed currently by the 
fiduciaries to the beneficiaries. The 
amount so allowed as a deduction 
must be included in computing the 
taxable income of the beneficiaries 
whether distributed to them or not. 
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Three, in the case of an estate or 
trust other than the estate of a de- 
ceased person during the period of 
administration, where there is vested 
in the fiduciary a discretion either 
to accumulate or distribute the in- 
come, the fiduciary is allowed a de- 
duction for the amount of the income 
of the estate or trust for its taxable 
year which is properly paid or cred- 
ited during such year to any bene- 
ficiary. The amount so allowed as 
a deduction must be included in 
computing the taxable income of the 
beneficiary. 

Four, in the case of an estate or 
trust, the income of which is to be 
accumulated for unborn or unascer- 
tained persons or persons with con- 
tingent interests, or where the 
income is accumulated or held for 
future distribution under the terms 
of the Will or Trust, no deduction 
is allowed to the fiduciary and he is 
taxable on the entire income. 

Five, where the estate and the 
beneficiary have different fiscal 
years, the beneficiary is required to 
account for amounts paid or credited 
to him by an estate in administra- 
tion according to his own fiscal year 
without regard to the fiscal year of 
the estate, but in the case of income 
from estates or trusts other than es- 
tates in administration, the benefi- 
ciary must report the income dis- 
tributable to him for the fiscal year 
of the estate ending within his own 
fiscal year. 

In all of these cases, where income 
is currently distributable or is paid or 
credited to a guardian for his ward, 
the guardian is treated as the bene- 
ficiary and a deduction is allowable 
to the fiduciary for such income. 

Under certain conditions, the in- 
come of an inter vivos trust (i.e., a 
trust created during the grantor’s 
lifetime) may be taxed to the grant- 
or. Those situations are not cov- 
ered by this paper. 

Various problems arise in connec- 
tion with these specific situations: 

First, the law and _ regulations 
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draw a distinction between an es- 
tate in administration and an estate 
held in trust. In the first case the 
fiduciary is allowed a deduction only 
for income paid or credited to a 
beneficiary, whereas in the second 
case the trustee is allowed a deduc- 
tion for income which is to be dis- 
tributed currently to beneficiaries, or 
to state it from the viewpoint of the 
beneficiary, in the case of an estate 
in administration the beneficiary is 
taxable only on the income that is 
paid or credited to him, whereas in 
the case of an estate held in trust he 
is taxable upon the income which is 
distributable to him, even though it 
is neither paid nor credited to him. 
It becomes important, therefore, in 
many cases to determine when the 
period of administration ends. The 
regulations provide that the period 
of administration or settlement is the 
period required by the executor or 
administrator to perform the ordi- 
nary duties pertaining to adminis- 
tration, in particular the collection 
of assets and the payment of debts 
and legacies. It is the time actually 
required for this purpose whether 
longer or shorter than the period 
specified in the local statute for the 
settlement of estates. If an execu- 
tor who is also named as trustee fails 
to obtain his discharge as executor, 
the period of administration contin- 
ues up to the time when the duties 
of administration are complete and 
he actually assumes his duties as 
trustees whether pursuant to an or- 
der of the court or not. 


Second, obviously income from 
property distributed to beneficiaries 
is not income of the estate even 
though the estate is still in adminis- 
tration. On the other hand, if the 
executor retains property after the 
completion of administration, the in- 
come from the property and the gain 
or loss from any disposition of the 
property by the executor are to be 
accounted for in the returns of the 
beneficiaries to whom the property 
is distributable. 
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Third, in order for the fiduciary to 
be entitled to a deduction for 
amounts distributable, paid or cred- 
ited to beneficiaries, the amount 
must be distributable, paid or credit- 
ed out of the income for the taxable 
year. Where the payments, credits 
or distributions are made under a 
provision of the Will which requires 
them to be made without regard to 
the amount of the income actually 
realized by the estate or trust, no 
deduction is allowable to the fidu- 
ciary and, on the other hand, the 
beneficiary is not taxable on such 
amounts. 

Fourth, a mere book entry credit- 
ing the beneficiary with income does 
not of itself give the fiduciary the 
right to a deduction. As the Circuit 
Court of Appeals said in a case on 
this point. “The income must be 
so definitely allocated to the legatee 
as to be beyond recall.” A crediting 
made after the closing of the taxable 
year of the estate does not give the 
fiduciary the right to a deduction 
for such prior year. 

Fifth, the amount distributable to 
the beneficiary is to be determined 
from the Will or trust instrument 
and from the applicable state law. 
The beneficiary is to be taxed only 
on that which is actually distribu- 
table to him. The fact that for in- 
come tax purposes a given item con- 
stitutes taxable income does not 
mean that the life tenant or income 
beneficiary is to be taxed thereon. 
Two examples will illustrate this 
point: 

Where bonds are purchased by 
the trustee at a premium, the state 
law requires that the premium be 
amortized by charges against in- 
come. The income tax law, how- 
ever, does not permit a deduction 
for such amortization. Assuming 
$10,000 of income to have been col- 
lected of which $2,000 has been ap- 
plied as amortization of premium, 
we have $10,000 of taxable income to 
be accounted for by the fiduciary. 
He is entitled to deduct the amount 


26 


beneficiary, 
which is $8,000, and therefore re- 
mains taxable on $2,000. 

An extraordinary cash dividend 
may be allocated to principal account 


distributable to the 


under state law. For income tax 
purposes it may constitute a taxable 
dividend. The fiduciary must ac- 
count for such dividend as income, 
and since it is not distributable to 
the beneficiary he remains taxable 
thereon. 

The net income of an estate or 
trust is taxed as if it were a single 
individual, whether the fiduciary is 
an individual, a group of individuals, 
a corporation or other representa- 
tive. An estate or trust is subject 
to the normal tax and the surtax; i 
does not receive an earned income 
credit, but it is allowed a personal 
exemption of $1,000, except under 
certain conditions which are set 
forth in a ruling known as “Mimeo- 
graph 4725.” 

The following special situations 
arise in connection with the deter- 
mination of the taxable net income 
of estates: 

First, while no taxable gain or loss 
is realized by the passage of property 
to the executor or administrator on 
the death of the decedent, or from 
the executor or administrator to the 
beneficiary, gain or loss is recog- 
nized if assets of the estate are used 
by the executor to liquidate a claim 
against the estate. 

Second, when an item is properly 
determined to constitute a part of 
the gross estate of a decedent for 
estate tax purposes, it cannot be 
niade to constitute a part of the in- 
come of the decedent’s estate. Con- 
sequently, income collected by the 
fiduciary which accrued prior to the 
date of death is not income of the 
estate. Expenses of administration 
may not be deducted. Such exnen- 
ses are allowed as a deduction from 
the gross estate for estate tax pur- 
poses. Commissions paid to execu- 
tors fall in this class. On the other 
hand, commissions paid to trustees, 
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both on principal and income, are 
deductible. However, in determin- 
ing the amount distributable to a 
beneficiary, only those commissions 
which are charged against the bene- 
ficiary are taken into consideration. 

Third, interest paid is deductible, 
including interest on additional in- 
come taxes assessed against the de- 
cedent to the extent that such inter- 
est accrued after the date of death. 

Fourth, estate, inheritance, legacy 
and gift taxes are not deductible. 

Fifth, a deduction is allowed for 
depreciation of property held by es- 


tate. Despite the fact that income 
may be distributable to the benefi- 
ciary without deduction for depre- 
ciation, the beneficiary is neverthe- 
less entitled to deduction for such 
depreciation to the extent that the 
income of the estate is distributable 
to him. If the entire income from 
the property is distributable, the 
beneficiary gets the full deduction. 

The situations I have referred to 
are only a few of the many special 
situations which arise in connection 
with the income tax returns of fidu- 
ciaries. 


Problems in Connection with Real Estate 


in Accounts of Fiduciaries 


By Orrin R. Jupp 


HAVE divided this subject into 

two sections: First, “Real Estate 
Acquired from Decedents,” and, sec- 
ond, “Real Estate Acquired by Trus- 
tees through Foreclosure of Mort- 
gages.” 

As to real estate acquired from 
decedents : 

(1) Executors or administrators 
take no title to real estate. The title 
to real property on the death of the 
owner descends to his heirs or de- 
visees, and the executor or adminis- 
trator has no duty concerning its 
care. 

(2) When real property is devised 
to trustees, the power and duties of 
the trustees are governed by the 
terms of the Will. 

(3) When the property devised to 
the trustees is improved with build- 
ings, it is the duty of the trustees 
to insure it, put it in repair if ne- 
cessary, and rent it or sell it as di- 
rected by the Will. The expenses 
of sale are applied as a reduction of 
the selling price. The expenses of 
ordinary repairs and insurance are 
chargeable to income. The expenses 
of alterations and improvements 
create a problem. The cost of per- 


manent improvements, which add to 
the value of the property, is charge- 


able to principal. On the other hand, 
the cost of alterations and improve- 
ments made primarily for the pur- 
pose of increasing the rental value 
of the property, is chargeable to in- 
come. Where such latter expenses 
are of considerable amount, they 
may be spread over a period of years 
in order that the life tenant may not 
be charged in one year with ex- 
penditures, the benefit of which may 
never accrue to him by reason of 
his death shortly after the expendi- 
tures are made. The line between 
what is to be capitalized and what 
is to be charged to expense, is not 
clearly drawn. 

The trend of recent decisions 
seems to be along the line of good 
accounting, namely, all major 
charges are to be paid for initially 
out of principal and are then to be 
amortized by charges to income 
over the period during which bene- 
fits may be expected to result from 
the expenditures. This principle of 
proration appears to be applicable 
to commissions and other expenses 
and long-term leases. <A_ trustee 
must be careful, however, not to 
make major alterations or additions 
or long-term leases unless author- 
ized by the terms of the trust. 
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An exception to this rule, result- 
ing from an old court decision, is that 
repairs made in pursuance of “vio- 
lation” orders issued by proper city 
authorities are chargeable against 
principal, whereas if the repairs are 
made voluntarily before the order is 
issued, the cost is chargeable against 
income. 

Mr. Dodge states the rules as fol- 
lows: 

“Monies expended during the ad- 
ministration of the trust estate for 
betterments or improvements are 
chargeable to principal to the extent 
of the value of the permanent im- 
provement. Stevens v. Melcher, 152 
N. Y. 551 at 570; In Re Ardrey’s Will, 
232 N. Y. 109. Such expenses rep- 
resent an outlay of principal. By 
reason of this outlay, the capital 
asset is increased in value so that, 
upon the termination of the trust, 
the remainderman receives an asset 
which is of greater value than that 
which was originally placed in trust. 

“However, many items of ex- 
penses which are used to improve 
property not only result in a bene- 
fit to the remainderman, but increase 
the return to the life tenant as well. 
If an old apartment house is recon- 
ditioned by the installation of mod- 
ern plumbing fixtures, elevators, etc., 
the property may be rented at an 
increased rental so that the life ten- 
ant receives additional income by 
way of the increased rent. Since 
the life tenant receives additional in- 
come by way of this investment, it 
is only equitable that he should be 
required to pay over a portion of that 
increased income by having part of 
the improvement cost allocated to 
income. Matter of Peck v. Sherwood, 
56 N.Y. 615; Smith v. Keteltas, 62 
App. Div. 174; In Re Laytin, 20 N.Y.S. 
72; Peerless Candy Co. v. Kessler, 205 
N.Y.S. 883; Matter of Whitney, 75 
Misc. 610. 

“Tt would not be fair to charge 
that portion of the improvement ex- 
pense allocated to income against the 
life tenant in the first year after the 
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making of the improvement. If the 
improvement expense and that por- 
tion of it which might be allocated 
to income is of considerable size, it 
would be equitable to pro rate it 
over a period of years, rather than to 
charge it against the life tenant with- 
in a short period of time; for, if the 
life tenant died within three years 
after the deceased, the remainder- 
man would receive the property, and 
had one-half of the improvement ex- 
pense been charged to the life ten- 
ant within a year or two after it was 
made, that life tenant would have 
borne an expense greater in propor- 
tion than the benefit received. If the 
expense is allocated to income over 
a greater period of years, the cost 
to the life tenant will not be so great, 
and the remainderman, by receiving 
the property within so short a pe- 
riod after the improvement had been 
made, would pay a higher propor- 
tionate share of this expense. This 
is not inequitable since the remain- 
derman becomes the recipient of the 
improved asset, with its increased in- 
come, within a short time after the 
expenditure is made and, thus, it is 
one almost wholly for his benefit. 
See Matter of Schummers, 210 App. 
Div. 296, aff’d. 243 N.Y. 548.” 


Unless required to by will, trus- 
tees need not make any deductions 
from income actually received to 
cover depreciation of buildings com- 
ing into their hands from the testa- 
tor. 


In case of partial loss covered by 
insurance, the proceeds of insurance 
may be used to repair property, but 
if the loss is total, such proceeds may 
not be used to rebuild unless author- 
ized by the trust instrument. 


(4) Where the property is vacant 
land, the question arises as to 
whether the cost of carrying the 
property is to be charged to income 
or to principal. There are cases in 
the New York Courts holding each 
way. The line of distinction seems 
to be as follows: 
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(a) If the will creates a con- 
solidated trust fund of both pro- 
ductive and non-productive prop- 
erty and provides that the bene- 
ficiaries are to receive the net 
income of the trust, then carrying 
charges are chargeable to income. 

(b) If the will directs the sale 
of the improved property, then any 
carrying costs are chargeable to 
principal. 

Upon the sale of unimproved 
property, the question arises as to 
whether any part of the proceeds 
may be allocated to income ac- 
count. The general rule appears 
to have been that no part of the 
proceeds should be allocated to in- 
come unless the testator directed 
the immediate sale of the proper- 
tv and there was an unreasonable 
delay in the sale by the trustees. 
In such case, the courts have held 
that a portion of the proceeds 
should be allocated to income to 
compensate the income benefici- 
ary for income that was lost be- 
cause of delay in selling. How- 
ever, the decision, in a recent case, 
re Jackson’s Will, 258 N.Y. 281, in- 
dicates that the rule might be that 
in all cases the life tenant is en- 
titled to an allocation. 


As to real estate acquired by trus- 
tees through foreclosure of mortgage 
or by deed accepted in lieu of fore- 
closure: 

(1) The foreclosed property takes 
the place on the trustee’s books of 
the original mortgage investment. 


(2) Income and expenses in con- 
nection with such property should 
be treated in accordance with the 
circumstances in each case. In New 
York, the Court of Appeals recently 
decided that if the income of a par- 
ticular parcel was insufficient to pay 
the carrying charges thereof, the de- 
ficiency was to be paid from princi- 
pal and not from income of the 
trust, but that if income was more 
than sufficient, the trustees, after 
applying the income to reimburse 
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principal account for costs of fore- 
closure or costs of acquiring title, 
might in their discretion either dis- 
tribute the surplus or retain all or 
part of it to meet possible subsequent 
deficiencies. Such discretion, the 
court said “should be exercised with 
appropriate regard for the fact that 
unless a life tenant gets cash he does 
not get anything in the here and 
now.” 

(3) In case of, the sale of fore- 
closed real estate, the trustee should 
be governed by the circumstances 
of his trust in the distribution of the 
proceeds. The New York Court of 
Appeals in a recent case decided that 
such proceeds, whether cash or mort- 
gage, should be apportioned between 
principal and income in the ratio of 
the original mortgage and the unpaid 
income thereon. An article illus- 
trating the method of proportioning 
appeared in the February, 1938, bul- 
letin of the Society. 

The books should be so designed 
as to keep an accurate account of all 
receipts and expenditures relating to 
each parcel of real estate as a sepa- 
rate investment. Before paying out 
income or charging expenses to prin- 
cipal, in case of doubt, advice should 
be asked of the attorneys. for the 
trustees and if necessary the Will 
or the trust instrument should be 
construed by the court, so that the 
trustees may be relieved of personal. 
risk in deciding between the respec- 
tive claims of life tenants and re- 
maindermen. 


Discussion 


The following questions were 
asked from the floor and were 
answered by members of the Com- 
mittee or by other members of the 
Society: 

Question: What is meant by 
“annual rests” and how do they 
benefit the trustee? 

Answer: The trustee is entitled 
to a commission on receiving and 
paying out income. The rate of 
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commission is 5% on the first 
$2,000.00, 214% on the next $20,- 
000.00, 14% on the next $28,- 
000.00, and 2% on any excess. Ifa 
trust has an annual income of 
$2,000.00 a year and the trustee 
figures the income annually and 
takes his commission annually, he 
is entitled to 5% of $2,000.00 or 
$100.00 annually. Over a period of 
25 years, the commission would 
amount to $2,500.00. If the 
trustee waits 25 years to compute 
his commission, he will be entitled 
to only $1,020.00, since the com- 
putation will be made on the basis 
of an income of $50,000.00. 


Question: Is it not true that if 
you do not make a formal “rest” 
and claim your commission, you 
forfeit it? 

Answer: If the trustee reserves 
enough income to cover his com- 
mission, he may have it at any 
later date. But if he distributes 
the entire income without either 
taking his commission or reserving 
for it, he may forfeit his commis- 
sion. Section 295 has _ been 
amended to provide for such for- 
feiture. The amendment was de- 
signed to cover the following situ- 
ation: 


A trust with three trustees and an 
annual income of $25,000.00 distri- 
butes the entire income to the bene- 
ficiary for nine years. In the tenth 
year the trustees claim their com- 
mission on ten years’ income, $250,- 
000.00. The commissions, if allowed, 
would amount to $15,000.00, so that 
in the tenth year the beneficiary 


would receive only $10,000.00. 


Question: Suppose a _ corpora- 
tion, the stock of which is owned 
by a trust, has a profit of $8,000.00 
before depreciation but the deduc- 
tion for depreciation allowed for 
tax purposes exceeds $8,000.00, so 


that the corporation has no net in- 
come per books and no taxable 
income, has the life beneficiary the 
right to demand that a dividend of 
$8,000.00 be paid by the corpora- 
tion and that such dividend be dis- 
tributed to him by the trustee? 

Answer: The courts have held 
that where the trust owns 100% of 
the stock of a corporation owning 
real estate, the corporate entity is 
disregarded and the life beneficiary 
is entitled to the income of the 
property without deduction for 
depreciation. If the estate does 
not own 100% of the stock, the 
corporate entity is recognized. The 
corporation might pay a dividend 
despite the absence of a book net 
income, since under the stock cor- 
poration law, as amended, a cor- 
poration may pay a_ dividend 
without earnings provided that the 
payment of the dividend does not 
reduce the assets (fairly valued) 
below the liabilities plus the par 
or stated value of the capital 
stock. If such a dividend were de- 
clared, the question would arise 
as to the allocation of the trust's 
share thereof between the princi- 
pal and income. I would be of the 
opinion that the dividend should 
go to principal. If the beneficiary 
objected, I would credit it to in- 
come only upon adjudication by 
the Court. 

You cannot settle a question of 
this kind by agreeement between 
the beneficiary and the remainder- 
man (assuming the remainder is 
vested in an adult). The courts 
have held that a trust cannot be 
destroyed by agreement. If the 
dividend should properly go to 
corpus, it must remain in the 
trust. 


Question: How should the value 
of mortgages, mortgage certifi- 
cates, real estate acquired in fore- 
closure, stocks of real estate 
companies, and other similar as- 
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sets be reflected in accountings 
filed by executors and trustees? 


Answer: No revaluation of as- 
sets is required in an intermediate 
accounting of an executor or 
trustee. In a final accounting of 
an executor or trustee the assets 
must be revalued primarily for the 
purpose of computing commis- 
sions on “paying out” the princi- 
pal. Such revaluation should be 
supported by such information as 
to assessed value, payment of in- 
terest, taxes, etc., and in cases of 
large items by appraisals. Even in 
the case of intermediate accounts, 
there should be some disclosure as 
to the status of these assets so 
that any decree based upon the in- 
termediate accounting will be 
binding upon all parties. 


One corporate fiduciary in its in- 
termediate accounting adds the fol- 
lowing rider to Schedule H (Princi- 
pal on hand at the end of the 
period) : 

“The values set forth herein as to 
the stocks and property other than 
mortgages and mortgage certificates 
are the values the trustees are 
charged upon the last accounting. 
The values set forth herein as to 
mortgages and mortgage certificates 
are the face values thereof. The said 
values are employed for convenience 
of accounting and not to denote 
market values at this time, or sums 
of money, or their equivalent for 
which the Trustees are chargeable.” 


Comment by Mr. Chester J. Dodge 


Mr. Chester J. Dodge, auditor of 
accounts, Surrogates’ Court, New 
York County, who attended the 
meeting as the guest of the com- 
mittee made the following com- 
ments: 

In connection with the question of 
corporations the entire stock which 
is owned by the estate, the Surro- 
‘gates in New York County and in 
Westchester County are insisting 
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that the transactions of such corpo- 
rations be disclosed in the accounting 
of the fiduciary by means of sub- 
sidiary schedules. 

The Surrogates are also objecting 
to the allowance of commissions 
based upon gross estates in which 
stock of a wholly owned corporation 
is valued by including as an asset 
amounts owed to it by the decedent. 
They are requiring that for purposes 
of computing commissions the asset 
and liability be offset. 

The five per cent discount allowed 
for advance payment of the New 
York Estate Tax should not be al- 
located to income account. There is 
no difference between settling a 
$1,000 tax liability for $950 and set- 
tling a $1,000 physician’s bill for 
$950. The fact that a smaller amount 
has been paid of principal works out 
to the benefit of both life beneficiary 
and remainderman. 

If the will is silent as to the alloca- 
tion of estate taxes it is unwise to 
pay legacies in full until the alloca- 
tion is passed upon by the court. 
The executor should hold back from 
each legacy sufficient to cover any 
tax that may be allocable against it. 

In listing income the Surrogates 
in New York County prefer that in- 
stead of listing all income chron- 
ologically, the income from each 
individual asset be grouped. Thus if 
the estate has held 100 shares of 
Adams Express for four years all 
dividends on Adams Express would 
appear in one section to be followed 
by all dividends received on the next 
stock. In fact the Surrogates will 
have no objection if the income 
statement reads: 

“Dividends on 100 shares of 
Adams Express held from October 
1, 1933 to September 30, 1937, $2.40 
per share $240.00.” 

We do not want unnecessarily 
long accountings. So long as the ac- 
countings are in such form that they 
can be audited by the court and by 
the interested parties we will be sat- 
isfied. 


} 
7 
4 


Contractors’ 


"THE first of a series of weekly 
forums conducted by The New 
York State Society of Certified Pub- 
lic Accountants in April and May, 
1938 was conducted by the Com- 
mittee on Contractors’ Accounting. 
The Committee restricted the dis- 
cussion to problems arising in the 
preparation and examination of ac- 
counts of building constructors and 
general contractors, the operations 
of the latter including road construc- 
tion, dredging, strip-mining, etc. 
No paper had been prepared for 
formal presentation. Instead, a num- 
ber of questions were placed in the 
hands of the members present, only 
four of which were discussed in the 
two hours given to the meeting. The 
Committee presents herein a sum- 
mary of the discussion. 


Deposits on Bids and 
Guaranty Deposits 


Question: 

(a) Under what conditions, if any, 
should deposits on bids and 
guaranty deposits by the 
contractor and sub- 
contractors be set up as in- 
dividual items in the balance 
sheet? 


(b) If not set up individually, 
with what other items may 
they be included? 


Discussion: 

Deposits on bids are returnable 
within a comparatively short time, 
as contrasted with guaranty deposits 
which generally are held until the 
contract is completed and approved. 
These deposits are distinguishable 
from trade accounts receivable 
which represent transactions which 
arise from billings. Therefore, it is 
evident that they should be segre- 
gated from trade accounts. 

If the amount of the deposits is 
insignificant or if the items are not 
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material factors in the balance sheet, 
it would be of little consequence if 
they were included with other re- 
ceivables, preferably sundry debtors. 
However, it is more correct to show 
the deposit separately, regardless of 
their amounts. 

If any deposit is not returnable 
within the period of a year, it should 
not be treated as a current asset. 

The same principles apply to the 
presentation of deposits returnable 
by the contractor, which appear on 
the liability side of the balance sheet. 

If securities are delivered or re- 
ceived in lieu of guaranty deposits, 
they should be described as such and 
segregated as current or non-current 
items, according to circumstances. 


Retained Percentages 
Question: 
Shall retained percentages be in- 
cluded with trade accounts or set up 
individually ? 


Discussion: 

Retained percentages, as the name 
implies, are amounts withheld by the 
party for whom the work is being 
done. They may be withheld until 
the job or a specified portion of it 
is completed. In some cases, they 
may be retained even after comple- 
tion of the job until certain guaran- 
tees given by the contractor have 
been fulfilled. Retained percentages 
which will not be received within the 
period of a year should not be listed 
among the current assets, but should 
be placed with non-current items and 
listed separately. 

Retained percentages maturing 
within a year are properly listed 
among the current assets. They differ 
from true trade accounts receivable 
in that they are subject to restrictive 
conditions. Therefore, they should be 
listed separately, particularly if sub- 
stantial in amount. However, they 
may be combined with trade ac- 
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counts receivable if the combined 
item is described as “Accounts re- 
ceivable including retained percen- 
tages ” or with a foot- 
note to the effect that the receivables 
include a stated amount of retained 
percentages maturing currently. 

The same principles apply to the 
presentation of retained percentages 
payable by the contractor, which 
appear on the liability side of the 
balance sheet. 

If securities are substituted in or- 
der that retained percentages may be 
released before completion of the 
contract, they should be described as 
such and segregated as current or 
non-current items according to cir- 
cumstances. 


Work in-Process 
Question: 

When may the balance in the 
work-in-process account of an un- 
completed long-term contract be set 
up as a: 

(a) current asset, 

(b) deferred charge to future 

operations, 

(c) charge to profit and loss. 


Discussion: 

Those who include  work-in- 
process with current assets consider 
it as an inventory, in that, while at 
times it may not have a realizable 
value, it has a rapid turn-over into 
cash. It often contains a substan- 
tial amount of material cost which is 
deemed not to have lost its status as 
inventory because it has gone into a 
contract. The element of risk attach- 
ing to the work-in-process is com- 
parable to that in an inventory. 

On the other hand, that risk was 
cited as the condition which, if the 
contractor is conservative, takes 
work-in-process out of current as- 
sets, even though the contract may 
have been profitable to date. If a 
loss is being sustained, the balance 
in the work-in-process account on 
the completed contract basis in- 
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cludes the loss to date which could 
not be a current asset. 

Nobody advanced any condition 
under which work-in-process should 
be charged to profit and loss. Such a 
charge is not contemplated if the 
accounts are kept on the completed 
contract basis under which no profit 
nor loss is taken until completion of 
the contract. If the accounts are 
kept on the annual basis of account- 
ing, a part of the cost is charged 
periodically to profit and loss and 
the balance is ordinarily the cost of 
current work, a current asset if it is 
considered to be inventory, a de- 
ferred charge to future operations if 
the contractor wishes to be conserva- 
tive. 

A contractor using the completed 
contract basis defers the taking of 
profit or loss on each contract until 
it is completed. Under the annual or 
uncompleted contract basis, profit or 
loss is determined periodically as the 
contracts progress. 

The question was discussed at 
length but there was no preponder- 
ance of opinion for either method. 
The claims of the adherents to each 
of the two methods of accounting 
and the arguments thereon must per- 
force be highly academic. Both 
theories have a sound basis ; without 
it neither could have stood against 
the arguments advanced in favor of 
the other. Furthermore, manage- 
ment has been satisfied with the re- 
sults shown by both and has not 
found the criticism directed at either 
severe enough to weaken its trust 
and reliance therein. In order that 
the two bases may be more clearly 
presented, two members of the com- 
mittee have prepared the following 
statements. These are not intended 
to be controversial or argumentative. 


Advantages of Annual Accountings 
for Profits and Losses: 
Business generally is accustomed 


to account for profits annually. 
Banks, investment houses, and stock- 
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holders are accustomed to receive 
annual statements showing profit or 
loss to date. Therefore contractors 
also may well conform to the gen- 
eral practice. 

Profits can generally be accurately 
computed and allocated between 
periods because the development of 
accounting technique in recent years 
has been marked by a more search- 
ing analysis of current operations. 
By the prompt compilation of com- 
prehensive data and by the use of 
forecasts, the results of operations 
in any period may be measured and 
the cause for fluctuations of profit 
definitely determined either as hav- 
ing arisen in such period or as hav- 
ing been induced by conditions at- 
tributable to a prior period or by 
causes which arose in a prior period. 

Management uses this information 
in bidding and in the general con- 
duct of its business. Given the vol- 
ume of work to be done, it applies 
thereto unit costs of labor, materials 
and supervision, based on past ex- 
perience, in order to calculate an 
amount for which it will bind itself 
to undertake a contract. After the 
contract once has been undertaken 
management should be able to com- 
pute the profit or loss at any particu- 
lar date and to forecast the final re- 
sult with even a greater degree of 
probability than it could when bid- 
ding. 

Management also has the further 
responsibility of confiding to stock- 
holders periodically the facts about 
the results of operation. If losses 
are sustained, the fact is recognized 
and automatically taken into ac- 
count. On the other hand, accruing 
profits are not hidden from the 
stockholders who are thus afforded 
the means of making a thorough ap- 
praisal of the value of their invest- 
ment. 


Advantages of the Completed 
Contract Basis: 
The results of operations on any 
contract cannot be foretold with a 
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reasonable degree of accuracy prior 
to its completion. Therefore, any 
statement of profit and loss based on 
annual surveys of the results of oper- 
ations on uncompleted contracts 
must perforce be no more than an 
estimate. 

Among the causes which con- 
tribute to inaccurate results are 
varying costs of labor and material, 
strikes, floods, accidents, ete. In 
brief, management under the annual 
basis assumes too much responsibil- 
ity in attempting to evaluate the re- 
sults of operations prior to the 
completion of a contract when cir- 
cumstances not controllable mav 
alter the picture. 

For the average contractor in the 
“heavy construction” business tak- 
ing contracts which require from one 
month to two or three years to com- 
plete, embracing contracts of lump 
sum, unit price, cost plus fee basis 
and upset price with percentage of 
saving to the contractor, and hav- 
ing numerous contracts per vear, the 
completed contract method of ac- 
counting has the following advan- 
tages: 


(1) Only “real” profits or losses 
(that is those determined upon 
completion and approval of con- 
tracts) will be transferred to the 
Surplus Account, which account at 
no time will be made up in part of 
“estimates.” 


(2) Surplus available for divi- 
dends will never include “estimated” 
profits, which may ultimately have 
to be reversed, due to a condition 
not foreseen at the time the “esti- 
mated” profit was taken. It is dan- 
gerous for a director of a corporation 
to declare a dividend out of an “esti- 
mated” profit on a “short” commit- 
ment which has not yet been deliv- 
ered. 


(3) The completed contract basis 
is better by far for computing 
bonuses which may be payable to 
operators in charge of the work, and 
for computing income taxes and 
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items. These items 


other similar 
might be prematurely paid out on 
interim estimates, but are not really 


determinable until the contract is 
completed and its financial results 
assembled. 


(4) As a rule, earnings or losses 
will be spread more evenly over a 
given period of years. 

(5) The balance sheet containing 
the asset “Work in Process” repre- 
senting an account to which the dif- 
ference between the estimates re- 
ceived and the expenses on contracts 
in progress is carried, will be con- 
servative and more easily under- 
standable and acted upon with 
greater confidence by those who are 
extending credit and those who are 
financially interested. 


Comment by the Committee: 


In accounting for profits and losses 
annually, it is contemplated that 
current statements of earnings shall 
include calculations of profits or 
losses on uncompleted contracts, as 
opposed to deferring the “day of 
reckoning” until ultimate comple- 
tion. It seems untenable that failure 
to provide for obvious losses should 
be excused on the feeble grounds 
that the method of accounting em- 
ployed awaits ultimate completion. 
Certainly it seems more desirable to 
account. for inherent profits when 
they may be calculated with reason- 
able certainty. Between these two 
extremes lies a twilight zone in 
which the determination of ultimate 
profit or loss involves acknowledged 
uncertainty of the effect of future 
events and conditions. As to these 
latter cases, the determination of the 
consistent method of accounting em- 
ployed by the contractor requires 
the exercise of keen judgment. 

In all cases, the general principle 
of all accounting procedure applies 
to contractors accounting as well, 
namely, that conservatism in respect 
of providing for all known losses and of 
“anticipating” no profit should gov- 


ern. Primarily, the choice between 
the “annual” method and the “com- 
pleted contract” method depends 
upon the character of the work done 
and the reliability of the factors 
which may be forecast. 


Basis of Valuation of 
Work-in-Process: 


Some time was spent in a discus- 
sion of the basis of valuation of 
work-in-process by a_ contractor 
using the completed contract basis. 
This was directed at the following 
hypothetical statement of fact: 


Cost of contract to 


3illings to date .... 75,000.00 
Cost applicable to 

60,000.00 


At what amount 
shall the work-in- 
process be stated in 
the inventory? 


Discussion: 


Several very interesting points of 
view were presented. The first 
answer stated the value of work-in- 
process as $40,000.00, being cost to 
date less cost applicable to billings 
to date. This answer was promptly 
challenged with the statement that 
the true value is $25,000.00 (cost less 
billings) inasmuch as $75,000.00 has 
been set up as an account receivable 
and by stating work-in-process at 
$40,000.00 a profit of $15,000.00 has 
been taken automatically, whereas 
the completed contract basis con- 
templates no profit until completion. 

Nevertheless the value of 
$40,000.00 was warmly defended, it 
being contended that the $15,000.00 
profit in the billings could be set up 
as a deferred credit to income (sub- 
ject to adjustment for possible later 
losses) and that a higher current 
asset ratio will be gained by using 
the higher value for work-in-process. 

As against this point of view, it 
was held by other speakers that 
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there can be no deferred profit and 
indeed no profit recognizable before 
completion of the contract, under 
the completed contract basis. The 
contractor’s immediate interest is to 
realize on his cost. In the hypo- 
thetical case being discussed, he has 
$25,000.00 yet to be realized and that 
is the amount of his work-in-process ; 
to value it at $40,000.00 over-states 
the current assets and the resultant 
ratio. 

The committee holds that a con- 
tractor on the completed contract 
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basis is bound by the theory of “no 
profit before completion” to state the 
balance of his work-in-process ac- 
count at the difference between cost 
and billings ; if cost exceeds billings, 
the excess is the value of work-in- 
process for balance sheet purposes, 
ordinarily a current asset; if bill- 
ings exceed cost, the excess is de- 
ferred income, not a current liability 
as was held in the discussion. 


For the Committee, 
George Rea, Chairman. 
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Accounting Releases of the Securities and 
Exchange Commission 


April 1, 1937. 


ACCOUNTING SERIES 
Release No. 1 


"THE Securities and Exchange 

Commission today announced 
a program for the publication, from 
time to time, of opinions on ac- 
counting principles for the purpose 
of contributing to the development 
of uniform standards and practice 
in major accounting questions. 

As the first of these interpreta- 
tions, the Commission published a 
letter by Carman G. Blough, Chief 
Accountant, to a registrant discus- 
sing the propriety of charging losses 
resulting from company revaluations 
of assets to capital surplus rather 
than to earned surplus. 

Many accounting problems have 
arisen during the course of the Com- 
mission’s administration of the Se- 
curities Act of 1933, the Securities 
Exchange Act of 1934, and the 
Public Utility Holding Company 
Act of 1935, which have general ap- 
plication, and in these instances the 
Commission intends to publish opin- 
ions as they arise in specific cases. 

Previously, the Commission issued 
an interpretation with respect to the 


treatment of Federal Income and. 


Excess Profits Taxes and the Surtax 
on Undistributed Profits in financial 
data. This opinion was published in 
Release No. 1210 under the Securi- 
ties Act and should be considered 
part of this series. 

The opinion of the Chief Account- 
ant follows: 

“The question under discussion 
concerns the propriety of a charge 
(representing a reduction from net 
cost values of Plant and Equip- 
ment to a valuation established 
by the executive officers of your 
company) to capital surplus in- 
stead of to earned surplus. The 
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capital surplus to which this 
charge was made was created pur- 
suant to resolutions of the stock- 
holders and directors providing 
for the reduction of the par value 
of the issued and outstanding com- 
mon stock for the specific purpose 
of taking care of this revaluation 
of Plant and Equipment. 


“It is my understanding that 
the Plant and Equipment were 
originally built for, and have until 
a few years ago been operated in, 
the manufacture of a class of 
goods the production of which has 
been discontinued. Under these 
conditions, some of the buildings 
and equipment became useless or 
obsolete, several of the buildings 
having been razed prior to the 
write-off and others subsequently. 
Other portions of the plant were 
of unduly large capacity for 
planned future requirements. The 
write-downs in question were 
made in accordance with the in- 
structions of the directors and 
stockholders as stated in their re- 
spective resolutions; namely, ‘to 
the degree considered proportion- 
ate to the condition of each such 
asset with respect to the state of 
being partially or wholly obsolete, 
of over-capacity, of lessened utility 
value, of too high book value in 
comparison with replacement cost, 
or unduly costly in operation.’ 

“To my mind, the revaluation of 
the assets involved was simply a 
recognition by the company, as 
of the date of the write-down, of 
an accumulation of depreciation in 
values incidental to the risks in- 
volved in the ordinary operation of 
its business. This depreciation 
did not occur as of a given date; 
it took place gradually over a 
period of years coincident with 
the evolution of the industry. Thus 
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it was an element of production 
costs applicable to an indefinite 
period prior to the write-down and 
as such would have been charged 
against income had it been dis- 
cerned and provided for currently. 

“It is my conviction that capi- 
tal surplus should under no cir- 
cumstances be used to write off 
losses which, if currently recog- 
nized, would have been chargeable 
against income. In case a deficit 
is thereby created, I see no objec- 
tion to writing off such a deficit 
against capital surplus, provided 
appropriate stockholder approval 
has been obtained. In this event, 
subsequent statements of earned 
surplus should designate the point 
of time from which the new sur- 
plus dates. 

“Accordingly, in my opinion, 
the charge here in question should 
have been made against earned 
surplus. In view of the stock- 
holder action that has been taken, 
I see no objection to the deficit 
in earned surplus resulting from 
this write-off being eliminated by 
a charge to the capital surplus 
created by the restatement of capi- 
tal stock.” 


January 6, 1937. 
SECURITIES ACT OF 1933 
Release No. 1210 


The Securities and Exchange 
Commission today made public a 
letter sent by its Chief Accountant, 
Carman G. Blough, in answer to a 
number of inquiries with respect to 
the treatment of Federal Income and 
Excess Profits Taxes and Surtax on 
Undistributed Profits in financial 
data included in registration state- 
ments filed with the Commission. 
The text of the letter follows: 

“Recently you requested my 
opinion with respect to the treat- 
ment of Federal Income and Ex- 
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cess Profits Taxes and Surtax on 
Undistributed Profits in financial 
data included in registration state- 
ments filed with this Commission. 

“In my opinion, provision should 
be made in the profit and loss or 
income statement for each of these 
taxes, whether the period covered 
by such statements is a full year 
or only a part thereof. If such pro- 
vision is based, of necessity, sub- 
stantially on factors the certainty 
of which is in doubt, this fact 
should be indicated and footnotes 
should be appended to the finan- 
cial statements explaining such 
qualification. 

“It may, however, be imprac- 
ticable, if not impossible, because 
of uncertainty with respect to the 
registrant’s dividend policy or the 
status of contract provisions re- 
stricting dividend payments, to de- 
termine or accurately estimate the 
liability for surtax on undistrib- 
uted profits. In this event, no 
provision for this tax need be made 
but the omission thereof should 
be explained by footnote to the 
financial statements indicating 
therein the approximate maximum 
amount involved. 

“The surtax on undistributed 
profits should be shown in the 
profit and loss or income state- 
ment separately from other Fed- 
eral income taxes and if no such 
tax is incurred by the company, 
that fact should be indicated.” 


May 6, 1937. 
ACCOUNTING SERIES 
Release No. 2 


The Securities and Exchange 
Commission today published an 


opinion relative to the question of 
the independence of an accountant 
when certifying financial statements 
before the Commission. 
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The opinion is the second of a 
series of interpretations on account- 
ing principles. It follows: 

“The Securities and Exchange 
Commission from time to time has 
been called upon to determine 
whether, in a particular case, the 
relationship existing between a 
Tegistrant and an accountant was 
of such a nature as to prevent him 
from being considered independent 
for the purpose of certifying finan- 
cial statements to be filed in con- 
nection with the registration of 
securities under the Securities Act 
of 1933 and the Securities Ex- 
change Act of 1934. 


“In response to such requests, 
the Commission has taken the po- 
sition that an accountant can not 
be deemed to be independent if 
he is, or has been during the period 
under review, an officer or director 
of the registrant or if he holds an 
interest in the registrant that is 
significant with respect to its total 
capital or his own personal fortune. 


“In a recent case involving a 
firm of public accountants, one 
member of which owned stock in 
a corporation contemplating regis- 
tration, the Commission refused to 
hold that the firm could be con- 
sidered independent for the pur- 
pose of certifying the financial 
statements of such corporation and 
based its refusal upon the fact that 
the value of such holdings was 
substantial and constituted more 
than one per cent of the. partner’s 
personal fortune.” 


September 13, 1937. 
ACCOUNTING SERIES 
Release No. 3 


The Securities and Exchange 
Commission today published an 
opinion in its accounting series out- 
lining a procedure which would 
prevent write-ups arising in the con- 
solidation of accounts by a parent 


company with those of its subsidi- 
aries through the elimination of only 
a portion of the investment account. 


The opinion, prepared by Carman 
G. Blough, Chief Accountant, was 
written with reference to one un- 
named company, but the principles 
enunciated have wider application, 
in the Commission’s belief. 


The opinion contends that the 
purpose of the consolidated balance 
sheet is to reflect the financial con- 
dition of a parent company and its 
subsidiaries as if they were a single 
organization. Thus the parent’s ac- 
tual equities in the subsidiaries’ net 
assets should be substituted for its 
investments in the consolidation of 
the accounts. In some instances, the 
Commission has found that only the 
par or stated value of stocks of sub- 
sidiaries are eliminated in the sub- 
stitution with the result that the 
surpluses of the subsidiaries are im- 
properly included as surplus in the 
consolidation. This, the opinion in- 
dicates, constitutes, in effect, a write- 
up in the consolidated accounts, 
since no new assets have actually 


been added. 


Mr. Blough’s letter follows: 


“You have requested my opinion 
concerning the propriety of the 
practice whereby the subject com- 
pany, in consolidating its accounts 
with those of its subsidiaries, 
eliminated from its investment ac- 
count only the par or stated value 
of the stocks of subsidiaries. 


“It is my understanding that: 


“1. The aggregate cost of 
these investments to the parent 
company was in excess of its 
proportionate interest in the 
equities in the net assets of the 
subsidiaries as shown on the 
books of the latter. 


“2. The parent’s equities in 
the surpluses of the subsidiaries 
at the dates their stocks were 
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acquired by the parent were in- 
cluded as part of consolidated 
surplus. 


“3. The amount of the parent’s 
investment account not elimi- 
nated was shown as an asset on 
the consolidated balance sheet, 
designated ‘Excess of Cost over 
Par or Stated Value of the Se- 
curities of Subsidiaries Elimi- 
nated in Consolidation.’ 


“The acquisition by one com- 
pany of the controlling stock in- 
terest in another constitutes, in 
effect, the acquisition of the assets 
of the acquired company subject 
to its liabilities and the interests 
of minority stockholders. The 
values of such assets, after deduct- 
ing the liabilities and minority in- 
terests, constitute the equity of the 
parent in the subsidiary and the 
book value of such equity is equal 
to the par or stated value of the 
stock(s)" owned by the acquiring 
company plus the portion of the 
surplus(es) of the subsidiary ap- 
plicable thereto. 


“The purpose of a consolidated 
balance sheet is to reflect the finan- 
cial condition of a parent company 
and its subsidiaries as if they were 
a single organization. Thus, in 
such a balance sheet, the parent 
company’s equities in net assets 
of subsidiaries are substituted for 
its investments therein. This sub- 
stitution is effected by eliminating 
from the parent company’s invest- 
ment account an amount equal to 
the par or stated value of the sub- 
sidiaries’ stocks owned by the par- 
ent and its proportionate share of 
their surpluses at acquisition. Any 
part of the parent’s investment ac- 
count remaining (representing the 
excess cost thereof over the equi- 
ties in the net assets represented 
thereby) may properly be retained 
among the consolidated assets. 


foregoing consolidation 
procedure, which, in my opinion, 
conforms to sound and generally 
accepted accounting practice, has 
not been followed by the subject 
company. Instead, by eliminating 
only an amount equal to the par or 
stated value of the subsidiaries’ 
stocks from the parent company’s 
investment account, consolidated 
assets and surplus are overstated 
in an amount equal to the parent’s 
proportionate share of the sur- 
pluses of the subsidiaries as at the 
respective dates of the acquisition 
of their stocks.” 


The opinion is the third of a series 
of interpretations on accounting prin- 
ciples which the Commission is pub- 
lishing from time to time for the 
purpose of contributing to the devel- 
opment of uniform standards and 
practice in major accounting ques- 
tions. 


April 25, 1938. 


ACCOUNTING SERIES 
Release No. 4 


Administrative Policy on 
Financial Statements 


The Securities and Exchange Com- 
mission today issued the following 
statement of its administrative 
policy with respect to financial state- 
ments: 


“In cases where financial state- 
ments filed with this Commission 
pursuant to its rules and regula- 
tions under the Securities Act of 
1933 or the Securities Exchange 
Act of 1934 are prepared in accord- 
ance with accounting principles 
for which there is no substantial 
authoritative support, such finan- 
cial statements will be presumed 
to be misleading or inaccurate 
despite disclosures contained in 
the certificate of the accountant or 


40 


Accounting Releases of the Securities and Exchange Commission 


in footnotes to the statements pro- 
vided the matters involved are ma- 
terial. In cases where there is a 
difference of opinion between the 
Commission and the registrant as 
to the proper principles of account- 
ing to be followed, disclosure 
will be accepted in lieu of correc- 
tion of the financial statements 
themselves only if the points in- 
volved are such that there is sub- 
stantial authoritative support for 
the practices followed by the 
registrant and the position of the 
Commission has not previously 
been expressed in rules, regula- 
tions or other official releases of 
the Commission, including the 
published opinions of its Chief 
Accountant.” 


May 10, 1938. 

ACCOUNTING SERIES 

Release No. 5 

The Securities and Exchange Com- 
mission today issued an additional 
release in its Accounting Series, 
dealing with “treatment of dividends 
on a corporation’s own capital stock 
held in sinking fund”. The opinion, 
prepared by Carman G. Blough the 
Chief Accountant in response to an 
inquiry, follows: 

“You have asked whether it is 
proper for a corporation to treat 
as income dividends applicable to 
shares of its own stock held in a 
sinking fund. 

“In my opinion dividends on a 
corporation’s own stock held in its 
treasury or in sinking or other 
special funds should not be in- 
cluded in income. The treatment 
of such dividends as income re- 
sults in an inflated showing of 
earnings inasmuch as the earnings 
from which dividends are paid 
have already been included in in- 
come or surplus either during the 
current or prior accounting 
periods. 

“When a corporation’s own 
stock is held in a sinking or other 
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special fund, the requirements in 
respect of which are such that 
earnings accruing to the securities 
held therein must be added to the 
fund, dividends applicable to the 
corporation’s own stock so held 
should, nevertheless, not be treated 
as income.” 


May 10, 1938. 


ACCOUNTING SERIES 
Release No. 6 


The Securities and Exchange Com- 
mission today announced the issu- 
ance of an additional opinion in its 
Accounting Series, dealing with 
“treatment of excess of proceeds 
from sale of treasury stock over the 
cost thereof.” The opinion was pre- 
pared by Carman G. Blough, the 
Chief Accountant with respect to a 
particular example, but the principle 
in question has wider application. 
The opinion follows: 


“Question has been raised with 
respect to the proper treatment of 
an item of $488,211.83 represent- 
ing ‘Excess of proceeds from sale 
of 12,200 reacquired shares of the 
company’s capital stock over the 
cost thereof.’ These shares repre- 
sent part of 41,400 shares of the 
capital stock of the registrant, a 
manufacturing company, reac- 
quired by it prior to the year 1934 
‘for the purpose of resale when 
market conditions improved.’ 

“Under the laws of most states 
there are certain legal restraints 
upon the issuance of new shares 
that do not apply to the sale of 
treasury shares. However, from 
an accounting standpoint, there 
appears to be no significant differ- 
ence in the final effect upon the 
company between (1) the reac- 
quisition and resale of a com- 
pany’s own common stock and (2) 
the reacquisition and retirement 
of such stock together with the 
subsequent issuance of stock of 
the same class. 
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“It is recognized that when cap- 
ital stock is reacquired and retired 
any surplus arising therefrom is 
capital and should be accounted 
for as such and that the full pro- 
ceeds of any subsequent issue 
should also be treated as capital. 
Transactions of this nature do not 
result in corporate profits or in 
earned surplus. There would 
seem to be no logical reason why 
surplus arising from the reacquisi- 
tions of the company’s capital 
stock and its subsequent resale 
should not also be treated as 
capital. 

“In my opinion the $488,211.83 
excess of proceeds from the sale 
of 12,200 reacquired shares of this 
registrant’s capital stock over the 
cost thereof should be treated as 
capital stock or capital surplus as 
the circumstances require.” 


May 16, 1938. 
ACCOUNTING SERIES 
Release No. 7 


The Securities and Exchange Com- 
mission today announced the issu- 
ance of an analysis of the deficiencies 
commonly cited by the Commission 
in connection with financial state- 
ments filed under the Securities Act 
of 1933 and the Securities Exchange 
Act of 1934. 

The analysis, prepared by Carman 
G. Blough, Chief Accountant, covers 
accountants certificates, consolidated 
financial statements, balance sheet, 
liabilities, capital stock, surplus, 
profit and loss statement, and vari- 
ous schedules. 

The analysis is addressed to ac- 
countants practicing before the Com- 
mission and is designed to facilitate 
their work in the preparation of 
financial data. The analysis, includ- 
ing a note by Mr. Blough, follows: 


May 6, 1938. 


To Accountants Practicing Before 
the Securities and Exchange Com- 
mission 


Gentlemen: 


As an aid to registrants and 
their accountants in the prepara- 
tion of financial statements to be 
filed with this Commission pursu- 
ant to the Securites Act of 1933 
and the Securities Exchange Act 
of 1934 there is submitted here- 
with a list of the more common de- 
ficiencies which it has been found 
necessary to cite in connection 
with financial data included in reg- 
istration statements filed with this 
Commission. 


It will be noted that many of 
the deficiencies cited do not in- 
volve any important problem in 
accounting and that some involve 
simply the failure to follow the 
express regulations and instruc- 
tions of the Commission. 

It is thought that if particular 
attention is given to the items 
comprising this list and to the in- 
structions pertaining thereto, con- 
tained in the Commission’s forms 
and regulations, considerable in- 
convenience and expense to regis- 
trants will be avoided and the 
work of the Commission’s staff in 
reviewing the statements filed 
will be greatly facilitated. 


Very truly yours, 


/s/ CARMAN G. BLouGH, 
Chief Accountant. 


Deficiencies Commonly Cited by the 


Securities and Exchange Commis-— 


sion in Connection with Financial 

Statements Filed Pursuant to the 

Securities Act of 1933 and the 
Securities Exchange Act of 1934 


Accountants’ Certificates 


1. Accountant’s opinion in respect 
of (1) the financial statements of, 
and (2) the accounting principles and 
procedures followed by the regis- 
trant, not clearly stated. 
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2. Use of equivocal phrases such 
as “subject to the foregoing”, “sub- 
ject to the above comments”, “sub- 
ject to comments and explanations 
in exhibits”, “subject to the accom- 
panying comments”, etc. 

3. A reasonably comprehensive 
statement as to scope of the audit 
made not included in the certificate. 


4. Adequate audit not made by 
certifying accountant. In this con- 
nection attention is directed to the 
regulation that accountants shail not 
omit “any procedure which inde- 
pendent public accountants would 
ordinarily employ in the course of 
a regular annual audit”. 


5. Failure to certify all financial 
statements required to be submitted, 
e. g., failure to certify profit and loss 
statement as well as balance sheet, 
and failure to certify statements of 
registrant as well as statements of 
registrant and subsidiaries consoli- 
dated. 


6. Financial statements and sup- 
porting schedules covered by the 
certificate not clearly identified. 


7. Certifying that the accounting 
principles followed by the registrant 
are in accordance with the system of 
accounts prescribed by a state regu- 
latory body, or in a particular indus- 
try, but without indicating whether 
the practice of the registrant is in 
accordance with generally accepted 
accounting principles and _ proce- 
dures. 

8. Effect upon the financial state- 
ments of substantial changes in ac- 
counting policies of the registrant 
not commented upon and explained 
by the certifying accountants. 


9. Effect upon the financial state- 
ments of the registrant’s failure to 
follow generally accepted account- 
ing principles and procedures not 
commented upon and explained by 
the certifying accountants. 


10. Disclaimer of responsibility on 
the part of the certifying accountants 
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with respect to matters clearly with- 
in their province. 


11. Reservations on the part of 
the certifying accountants with re- 
spect to matters not within their 
province which might indicate that 
apparently the accountants were not 
satisfied that such matters as legal 
titles, outstanding liabilities, etc., 
were properly reflected in the finan- 
cial statements. 


12. Certificate undated, 
manually signed. 


or not 


Consolidated Financial Statements 


Balance Sheets 

1. Failure to include footnote indi- 
cating the method followed in deal- 
ing with the difference between the 
investment in subsidiaries, as shown 
in the parent’s books, and the par- 
ent’s equity in net assets of the sub- 
sidiaries, as shown in the books of 
the latter and to state the amount 
of such difference. 


2. Amount of the minority inter- 
est in the capital and in the surplus 
of the subsidiaries consolidated not 
stated separately in the consolidated 
balance sheet. 


3. Failure to state, as required, the 
principle adopted in determining the 
inclusion and exclusion of subsidi- 
aries in each consolidated balance 
sheet. 


4. Improper treatment, in consoli- 
dation, of surpluses of subsidiary 
companies existing at date of acqui- 
sition by parent company. (See Ac- 
counting Release No. 3.) 


Profit and Loss Statements 

1. Preparation of consolidated 
profit and loss statement on a differ- 
ent basis than the consolidated bal- 
ance sheet, e.g., inclusion in the con- 
solidated profit and loss statement 
income and expenses of subsidiaries 
whose assets and liabilities are not 
reflected in the consolidated balance 
sheet but for which separate balance 
sheets are submitted. 
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2. Failure to eliminate intercom- 
pany items, or to explain satisfac- 
torily the reasons for not eliminating 
such items. 


Balance Sheet 
Assets 

1. Failure to state total of current 
assets and to designate the total. 

2. Inclusion among current assets 
of assets not realizable within one 
year, excepting where recognized 
trade practices, which are stated, per- 
mit otherwise. 

3. Classification, in the parent 
company’s balance sheet, of receiv- 
ables from subsidiaries as current as- 
sets, in cases where the subsidiaries 
classify their obligations to the par- 
ent company as non-current. 

4. Failure to indicate, where re- 
quired, assets hypothecated or 
pledged. 

5. Failure to disclose, with ade- 
quate explanation, assets held condi- 
tionally. 

6. Classification as marketable se- 
curities, securities not having a ready 
market. 

7. Failure to state, where required, 
the basis of determining the balance 
sheet amounts of investment or mar- 
ketable securities. In this connec- 
tion the term “book value” is unac- 
ceptable. 

8. Failure to state parenthetically 
the aggregate quoted value of in- 
vestment and marketable securities 
when not shown on basis of current 
market. 

9. Failure to reduce the carrying 
value of investments in subsidiaries 
to the extent of any dividends re- 
ceived thereon out of surplus of such 
subsidiaries existing at date of ac- 
quisition. 

10. Inclusion in trade accounts re- 
ceivable of accounts not properly 
within such category. 

11. Failure to state separately in 
the balance sheet, or in a schedule 
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therein referred to, major classes of 
inventory such as (a) raw materials ; 
(b) work in process; (c) finished 
goods; and (d) supplies, or to use 
any other classification reasonably 
informative. 


12. Basis of determining the 
amounts of the inventories as shown 
in the balance sheet not stated. 


13. Reserve for depreciation on 
appreciated value of fixed assets not 
provided. 


14. Inclusion in carrying values of 
fixed assets, expenditures not prop- 
erly includible therein, such as dis- 
count or commissions on capital 
stock and promotion expenses. 


15. Method used in amortizing 
debt discount and expense not stated. 


16. Failure to explain what pro- 
visions have been made for writing 
off discounts and commissions on 
capital stock. 


17. Where treasury stock is car- 
ried as an asset, failure to state 
reasons for such practice. 


18. Failure to state separately the 
amount of reacquired long term debt 
of the registrant. 

19. Absence of a reserve for doubt- 
ful accounts not explained. 


Liabilities 

1. Failure to state total of current 
liabilities and to designate the total. 

2. Inclusion, with general re- 
serves, of accruals for taxes which 
are actual liabilities. 

3. Failure to state separately by 
years, where required, the total 
amounts of the respective maturi- 
ties of long-term debt. 

4. Accounts and notes payable, 
and accruals, not segregated as re- 
quired. 

5. Deferred income not set out 
separately. 

6. Failure to disclose, with full 
particulars, all contingent liabilities. 


| 


Accounting Releases of the Securities and Exchange Commission 


Capital Stock 

1. Aggregate capital stock liability 
of each class of stock not stated sep- 
arately. 

2. Failure to show the number of 
shares authorized, in treasury, and 
outstanding. 

3. Assigned or stated value of no 
par value stock not indicated. 


Surplus 


1. Failure to show in balance sheet 
the division of surplus into various 
classes, in cases where registrant 
has differentiated in its accounting 
for surplus. 

2. Use of capital surplus to ab- 
sorb write-down in plant and equip- 
ment which should have _ been 
charged to earned surplus. (See 
Accounting Release No. 1.) 

3. Failure to date earned surplus 
account after deficit has been elimi- 
nated (with stockholders’ approval) 
by a charge to capital surplus. 


4. Failure to state amount of sur- 
plus restricted (a) because of acqui- 
sition of company’s own stock and 
(b) to the extent of the difference 
between par, assigned or stated value 
of preferred stock and the liquidat- 
ing value of such stock. 


5. Deficit not clearly designated 
in the balance sheet. 


6. Treatment of surplus of sub- 
sidiary at date of acquisition as 
earned surplus. 


Profit and Loss Statement 


1. Charges made to surplus rather 
than profit and loss for expenses or 
losses properly attributable to cur- 
rent operations. 


2. Crediting profit and loss rather 
than surplus for sale of assets pre- 
viously written oft by a charge to 
surplus. 

3. When opening and closing in- 
ventories are used in determining 
cost of goods sold, failure to state 
basis of determining the amount of 
such inventories. 


45 


4. Where no depletion or depre- 
ciation has been provided, failure to 
indicate that fact and the effect upon 
current operations in the profit and 
loss statement. 


5. Failure to state basis of con- 
version of all items in foreign cur- 
rencies, and the amount and dispo- 
sition of resulting unrealized profit 
and loss when significant. 


6. Gross sales net of discounts, 
returns and allowances not shown in 
profit and loss statement. 


7. Failure to state separately, as 
required by instructions, Gross Sales 
and Operating Revenues when the 
lesser amount is more than ten per 
cent of the sum of the two items. 


8. Selling, General, and Adminis- 
trative Expenses not segregated in 
profit and loss statement. 


9. Failure to explain in footnote 
to profit and loss statement, effect of 
change in significant accounting 
principle or practice. 


10. Failure to show separately 
from other taxes surtax on undis- 
tributed profits or failure to state 
expressly that no liability existed 
for such tax. (See Release No. 
1210.) 


11. Principle followed in deter- 
mining the cost of securities sold 
not stated, e.g., “average cost,” “first- 
in, first-out,” “specific certificate or 
bond.” 

12. Failure to state basis of tak- 
ing profits into income when sales 
are made on an installment or other 
deferred basis. 

13. Failure to refer in profit and 
loss statement to supporting sched- 
ule when analysis of certain expen- 
ses is presented in such schedule. 


Schedule of Property, Plant 
and Equipment 
1. Failure to show property by 
major classifications such as Land, 
Buildings, Equipment, Leaseholds, 
etc., where required. 
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2. Nature of changes in property, 
plant and equipment during the year 
not explained clearly, and accounts 
affected not indicated. 

3. Failure to explain fully policy 
of amortization and/or depreciation 
of property, plant and equipment 
credited directly to asset accounts. 


Schedule of Reserves for Deprecia- 
tion, Depletion and Amortiza- 
tion of Fixed Assets 

1. Failure to follow instructions: 
“State the company’s policy with re- 
spect to the provisions for deprecia- 
tion, depletion and amortization or 
reserves created in lieu thereof dur- 
ing the fiscal year.” 

2. Failure to comply with the in- 
structions: “Where practicable, re- 
serves shall be shown to correspond 
with the classifications of property in 
[property schedule] separating es- 
pecially depreciation, depletion and 
amortization.” 

3. Charges to reserves other than 
retirements, renewals and replace- 
ments, not adequately described as 
required by instructions. 


Schedule of Intangible Assets 

1. Intangible assets not listed by 
major classes as required by instruc- 
tions. 

2. Failure to state policy with re- 
spect to provisions for depreciation 
and amortization of intangible as- 
sets in cases where a separate sched- 
ule for such reserves is not provided. 


Schedule of Reserve for Deprecia- 
and/or Amortization of 
Intangible Assets 

1. Failure to comply with instruc- 
tions: “State the company’s policy 
with respect to the provisions for 
depreciation and amortization of in- 
tangible assets, or reserves created 
in lieu thereof.” 


Schedule of Funded Debt 


1. Each issue of funded debt not 
designated fully as required by in- 
structions. 
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Schedule of Reserves 
1. Failure to reflect all changes in 
reserves during the year and to 
properly describe major charges 
thereto. 


Schedule of Capital Stock 
1. Failure to list each issue of capi- 
tal stock of all corporations in a 
consolidated group, whether elimi- 
nated in consolidation or not. 
2. Treatment of unissued stock as 
treasury stock. 


Schedule of Surplus 

1. Failure to show division of sur- 
plus into classes when required by 
instructions. 

2. Analysis of surplus account not 
included either in balance sheet or 
as a continuation of the profit and 
loss statement, or in a schedule re- 
ferred to in the balance sheet . 

3. Failure to describe in detail mis- 
cellaneous additions to and deduc- 
tions from surplus. 


Schedule of Analysis of Certain 
Expenses in Profit and Loss 
Statement 


1. Amounts charged to costs and 
those charged to other profit and 
loss items not segregated. 

2. Failure to report in this sched- 
ule all expenses pertaining to main- 
tenance and repairs. 

3. Items in this schedule at vari- 
ance with other statements or sched- 
ules. 


Schedule of Income from Dividends 


1. Failure to show as required in 
Column C of this schedule the 
“amount of equity in net profit and 
loss for the fiscal year” of affiliates, 
notwithstanding the fact that no 
dividends were received during the 
year from affiliates. 


2. Failure to show separately for 
each affiliate the “amount of divi- 
dends” and the “amount of equity in 
net profit and loss for the fiscal year” 


Accounting Releases of the Securities and Exchange Commission. 


when registrant does not meet re- 
quirements that these items may be 
reported in total only when substan- 
tially all the stock and funded debt 
of the subsidiaries are held within 
the affiliated group. 


May 20, 1938. 
ACCOUNTING SERIES 
Release No. 8 


The Securities and Exchange Com- 
mission today issued an additional 
statement in its Accounting Series. 
The statement, relating to the crea- 
tion of surplus by appraisal in bal- 
ance sheets representing the accounts 
of promotional companies, follows: 


“Tn connection with a registra- 
tion statement, an industrial com- 
pany in its promotional stages 
with no record of business or earn- 
ing capacity, filed a balance sheet 


in which Property, Plant and 
Equipment, acquired in an arms- 
length transaction at a cost of 
$200,000, was carried at $720,042.81 
which represented its ‘sound value’ 
derived from an independent ap- 
praisal of the estimated ‘replace- 
ment value new less (observed) 
depreciation.’ Thus the balance 
sheet figure exceeded cost by $520,- 
042.81, which excess was carried 
as ‘surplus arising from revalua- 
tion of property.’ 

“In the appraisal report filed, 
the term ‘sound value’ was quali- 
fied by the appraiser as being “The 
value for use by a going concern 
having prospects for the profitable 
use, at normal plant capacity, of 
the properties appraised’.” 


The registrant was required to 
amend its balance sheet to eliminate 
the surplus and to show the fixed 
assets at cost. 


NOTE 


The above releases have been already published in the monthly bulletin at various times 
but at the request of several members have been assembled together for convenience and are 


reprinted in this issue. 
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NATIONAL BUILDS A COMPLETE LINE 


of 
ACCOUNTING AND BOOKKEEPING MACHINES 


® The National Cash Register Company builds a complete line 
of Accounting and Bookkeeping Machines for the following kinds 


of work: 
Accounts Payable General Bookkeeping 
Accounts Receivable Listing and Proving 
Analysis and Distribution Loans and Discounts—Banks 
Billing Mortgage Loan Accounts 
Building and Loan Accounts Payroll 
Central Proof Control—Banks Remittance Control 
Commercial Accounts—Banks Savings Accounts—Banks 
Country Ledgers—Banks Stock Records 
Credit Union Accounts Transit Letters—Banks 


Dividend Check-Writing and Signing Trust Accounts—Banks 


@ These machines are built to meet different requirements of the 
financial, industrial, educational and retail fields. 


® Standard machines are built for specific jobs, others are specially 
designed to meet particular and individual needs. 


@ At your service is a staff of competent, experienced men who 
are constantly studying the problems confronting business execu- 
tives and merchants. 


@ Investigate the advantages of Nationals before you purchase or 
recommend the purchase of any type of Accounting or Book- 
keeping Machine. 


The National Cash Register Company 


205 EAST 42nd STREET, NEW YORK CITY 


Cash Registers @ Typewriting- Bookkeeping Machines @ Posting Machines @ Analysis 
Machines e Bank - Bookkeeping Machines e Check - Writing and Signing Machines 
Postage Meter Machines e Accounting Machine Desks e Correct Posture Chairs 


> 
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Burroughs 


HAS THE MACHINES YOU NEED 
FOR THE WORK YOU PLAN 


When you are planning an improved accounting operation 
in any line of business, let the local Burroughs office 
cooperate with you. They will show you the latest 
Burroughs machines and demonstrate applications to any 
particular type of accounting work. 


There are so many styles of Burroughs Adding, Accounting, 
Billing and Calculating Machines that you will be able to 
select exactly the right equipment to meet any figuring or 
accounting requirement. 


Also, a knowledge of the remarkable results obtained from 
Burroughs machines and their speed, simplicity and ease 
of operation will always be valuable in talking with clients. 


Phone the local Burroughs office. They will arrange to 
show you the line of Burroughs machines. 


BURROUGHS ADDING MACHINE COMPANY 


219-4th Avenue ALgonquin 4-6350 


Adding — Accounting — Billing and Calculating Machines 
Cash Registers — Typewriters — Posture Chairs — Supplies 
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Your business moves on written 
forms. Recopying and retyping clog opera- 
tions and create mistakes. Therefore original 
forms swiftly duplicated by Ditto replace slow 
rewriting, and make mistakes impossible. 


HINK! 


Take payroll, for instance. With Ditto, and with- 
out altering your current system, the payroll 
clerk’s original record produces ALL forms— 
cash envelopes or checks, receipts, statements, 
government reports and so on—without rewrit- 
ing, rechecking, ledger posting or card punching. 
Similar Ditto methods speed order — invoice 
routine, production, etc. 


As users know, the new trend is to let swift, error- 
proof Ditto copies run all the routines. Investi- 
gate Ditto! DITTO, INC., 620 South Oakley 
Blvd., Chicago, Ill. 
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Because Ditto 
leads, Ditto 
offers both 
liquid and 
gelatin type 
duplicators. 


“The Ditto Payroll System,” 
shows how to speed and simplify 
payroll routines. “Copies, Their 
explains 


Place in Business,” 
simple Ditto methods. 


THAT SHACKLE OF ERROR 
AND ROUTINE... BREAK IT! 
on 
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“To disseminate information and 
statistics with respect to the tax and 
revenue laws . . . to procure uni- 
formity and certainty in the admin- 
istration and application, and to 
advocate coordination, of the tax 
laws and revenue acts of the states 
and of the United States . . . to 
facilitate the pooling and open discus- 
sion and promulgation of the most 
economic and effective methods of 
legal tax saving and tax control . . . ” 

These are among the purposes 
of the Tax Research Institute 
as quoted from its Charter. 


The major privileges of 
Membership include: 


1. Tax Research Reports: Each 
Member receives the Institute’s con- 
fidential Tax Research Report each 
two weeks. These cover all phases 
of Federal taxation. 


2. Business and Legislation Re- 
ports: These are also released each 
two weeks and provide continuous 
information on all legislation affect- 
ing business. 


5. T.R.I. Recommendations::. 


At every opportunity, the Institute 
makes specific recommendations in 
the Reports showing how to reduce 
taxes and how to capitalize on many 
present and_ pending legislative 
measures. 


4. T.R.I. Analysis Bulletins: 
When problems or developments 
arise which need special treatment, 
the Institute prepares and mails to 
all subscribers special analyses with 
appropriate suggestions. Among the 
subjects that have been treated in 
these special analyses are Prices, 
Competitive Practices, Selling and 
Advertising, Labor Problems, Capital 
Stock and Excess-Profits Taxes, and 
other important matters. 


Qualifications for Membership 


1. The very nature of the infor- 
mation supplied by the Institute 
makes it necessary for each Member 
to pledge to keep all data strictly 
confidential within his own organi- 
zation. 


2. Reasonable co-operation is 
asked in replying to occasional Insti- 
tute questionnaires. This enables the 
Institute to serve as a clearing house 
for the actual tested solutions to 
every day business problems as they 
have been worked out by thousands 
of Institute members. 


Mail the Coupon 
For Further Information 


An Invitation 


THE group of accountants, attorneys and 
business executives who formed the Tax 
Research Institute of America felt that an 
agency should be established to study each 
legislative development and issue reports 
and recommendations which would relieve 
the professional man from unnecessary 


research. 


We invite you to participate in the activities 
of this group, and to share in the benefits 
which accrue to Members. 


Through the medium of the Institute it is 
now possible to coordinate and analyze the 
multitudinous details of the various ‘*‘ New 
Deal’’ laws, and to know how these measures 
should properly be applied in the interests 
of your clients. 


If you have not as yet acquainted yourself 
with the activities of the Institute, we invite 
you to become fully informed by returning 
the coupon below, attached to your letter- 
head. 


Tax Research Institute of America, Inc. 
292 Madison Avenue, 
New York, N. Y. 


(Attach this to your letterhead, 
and mail to the Institute) 


Please send me further information 
about membership in the Institute. 


ATT 
j 
{ 
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An International Business Machines Service Bureau 


A Punched Card Accounting Service 


for Accountants 


Here is a Service especially designed to furnish detailed accounting 
and statistical information in minimum time. The International 
Business Machines Service Bureau will supply detailed inventory 
reports, cost analyses, payroll reports and numerous other records 
required by your clients. You can depend upon speed, accuracy 
and strict confidence in the handling of all data. You pay only 
for results. 

International Business Machines Service Bureaus are equipped 
with Electric Bookkeeping and Accounting Machines and are 
located in principal cities. They will cooperate with you on a time 
or complete job basis. Call your nearest International representa- 
tive for detailed information today. 


INTERNATIONAL BUSINESS MACHINES CORPORATION 


World Headquarters Building MU SNES Branch Offices in Principal 
590 Madison Avenue, New York, N. Y. ERNATIONS Cities of the World 
NCHINE? 
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The new, A1 Monroe Adding-Calculator 
has automatic, Split-Second multiplication 


N every kind of business, 
everywhere, Monroe ma- 
chines are at work daily turn- 
ing out accurate results at low 
cost. They are saving strain 
and fatigue for thousands of 
office workers because of their 
ease, simplicity, and quiet- 
ness. Their speed and econ- 
omy have led to their wide 
acceptance by businesses, 
large and small. Monroes 
are made in a wide range of 
models so there is a machine 
for, practically any type of 
figuring or accounting job. 


A general utility adding- 
listing machine. In this Monroe 


class there are more than 100 models 
of all types—simplex, duplex, and grand total machines 


fan Invitation 


Everyone will be cordially welcomed at the Monroe 
exhibit at the meeting of the N. Y. State Society 
of C. P. A.'s in the Waldorf-Astoria, October 24. 


MONROE 
EVERY FIGURE JOB 


ADDING-CALCULATORS 


ING MACHINES [ONI OE 
\ BOOKKEEPING MACHINES 


CHECK WRITERS y 
CHECK SIGNERS 


CALCULATING MACHINE COMPANY, INC. 
General Offices - ORANGE, NEW JERSEY 


Monroe is a nation-wide organization with over 150 branch offices 
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CPA’s hail this quick 
reference tax service 


SAVES CLIENTS BOTH 
TIME and TAX MONEY 


WHEN your client asks a tax 
question he wants an accurate 
answer - - quickly! 


The Alexander Federal Tax 
Service gives you all the facts 
on every tax situation—complete 
and up-to-date—all in one place 
in the Service. But this is only 
one of the scores of exclusive 
Alexander Service features. 


Here in just four volumes is the 
information about Federal taxes 
that you must have to save the 
most tax money for your clients 
—insure accurate tax reports— 
guard against excessive tax pay- 
ments—prevent tax errors—and 
take advantage of the latest rul- 
ings and decisions that may 
change your client’s tax liability 
now and in the future. 


You are cordially invited to 
visit the Alexander exhibit at 
the Sixteenth Annual Fall Con- 
ference and learn for yourself 
why CPA’s, tax attorneys, tax 
experts and tax-minded business 
men prefer Alexander Tax 
Services. 


ALEXANDER 


Publishing Company, Inc. New York 


The Alexander Publishing Company, Inc. 
60 Wall Street, New York, N. Y. 


Without obligation, you may send 
further details regarding the Alexander 
Federal Tax Service. 


Firm.. 


Name 


Address 


CP-107 


Certified SERVICE 
FOR C.P.A's 


For a third of a century we have been priv- 
ileged to serve members of the accounting 
profession in many ways. The value of this 
service has been certified to by prominent 
public accountants from coast to coast. 


Pathfinder Service Bulletin 
Standard Accounting Manuals 
Special System Exhibits 
1100 Standard Accounting Forms 


These features of pathfinder service are 
constantly at your disposal. 


Charles R. Hadley Company 
pathfinders 
NEW YORK LOS ANGELES 


342 Madison Avenue 230 N. Los Angeles St. 
MUrray Hill 2-4732 MAdison 1401 


Visit Our Booth 


Nationally Approved by Accountants 


SOCIAL SECURITY FORMS 


designed to meet 


ANY SOCIAL SECURITY PROBLEM 


The Sheet “With the Tax Analysis” 


PAYROLL FORMS—In Complete Detail 

 —Condensed 
—For Restaurant & Hotels 
—For Large Employments 
—For Small Employments 


EMPLOYEE RECORDS 
(History & Earnings) —For Permanent Help 


“ “ 


—For Temporary Help 
—Condensed (2 Years) 


LOOSE-LEAF (Fits Standard 9%x11% binder) 
BOUND BOOKS (MIDGETS) For Small Payrolls 


Write for Free Sample Book 


If unobtainable at your local stationer 
order direct from 


THE KLEIN-HEIMBINDER CO. 


Incorporated 


SYSTEMS—“With the Tax Analysis” 


14 East 33rd St., N. Y. 
Mu-4 6417-6418 
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Whenever | You Do This - - - Think of 


PAPER 


This National-Hammermill green-white 
ledger paper, ruled in restful brown and 
green, cuts glare, lessens eyestrain, re- 
duces fatigue. Available in analysis 
pads, columnar sheets, loose leaf sheets, 
account books, column books, stenog- 
rapher’s note books, and in the new 
Metal-Holed ring book sheets. 


ZNATIONALF 


NATIONAL BLANK BOOK COMPANY 


HOLYOKE, MASS. NEW YORK CHICAGO BOSTON 


Investigate the 


COMPTOMETER PEG-BOARD METHOD | 
Applicable to distribution of ) 


SALES COSTS 
PAYROLL MATERIAL 
EXPENSE STOCK CONTROL 


The Peg-Board, when used in com- 
bination with the Comptometer, offers 
an exceptionally fast, accurate and eco- 
nomical means of handling distributions 
and analyses of various kinds. 


The Peg-Board makes possible the 
utilization of figures taken from their 
originating point or source to produce 
final results, thus eliminating time and 
cost of posting to intermediate records. 


| For full information write to \ 
i 
 COMPTOMETER — 


or phone Mr. H. L. Gilman, District Manager Peg Boar d Combination 


299 Broadway, New York, N. Y. 
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Reports and Briefs Easy 
with EDIPHONE 


H°wW would you like to sit down 
and get your reports, briefs and 
correspondence out of the way in 
20% to 50% less time? You can! 
With the new enclosed Desk Edi- 
- phone. This compact Voice Writing 
instrument acts as a blotter for your 
mind. As fast as you think, it records 
your words—with 100% accuracy! 
No need to spend extra hours in 
writing out your material in long- 
hand. And the efficiency of your 


stenographers is increased amazingly. SAY IT TO THE 

Get case histories and full facts on 2 

this new time-saver for accountants. 

Write Ediphone Division, Thomas A. on 
Edison, Inc., West Orange, N. J. EDISONMVOICEWRITER 


“a0 Shif-Dex Visible Binders 
¢ @ 
Summary Boards and 
Strip Accounting 
Machine Posting 
Binders & Trays 


¢ @ 


Visit Our Exhibit at the 
CPA Convention 
Waldorf-Astoria Hotel 
October 24 


For Your Convenience We Maintain a Permanent Display Room 
314 BROADWAY, NEW YORK CITY 


WILSON-JONES COMPANY 


ELIZABETH, N. J. CHICAGO NEW YORK, N.Y. 
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1) Ability to detect and instantly cor- 
rect errors in operator-madeset-ups 


> True figure dials for checking at-a- 
glance both operator-made factors 


> Digit corrections instantly made 
without resetting entire factor 


2) In-built design features insuring 
accurate calculaticns under all 
conditions 


» Complete Capacity Carry-Over in 
both product and upper dials 

» Correct quotients even though op- 
erator neglects lining-up dividend 
and divisor 


» Easy-to-learn...Easy-to-use...Pre-Set 
Decimal System 


This Greatest Value and Performance 
Merits Your Investigation Now! 


MARCHANT CALCULATING MACHINE COMPANY 
HOME OFFICE: OAKLAND, CALIFORNIA, U. S. A. 
Sales Agencies and Manufacturer’s Service Stations 
79 MADISON AVE., NEW YORK CITY 


Albany Binghamton’ Buffalo Rochester 
Syracuse Utica 


| 
Subscription 


New York CERTIFIED 
PusBLic ACCOUNTANT 


MonTHLy BULLETIN 


two dollars 
annually 


Office of the 


NEW YORK STATE 
SOCIETY of CERTIFIED 
PUBLIC ACCOUNTANTS 


30 BROAD STREET 
NEW YORK CITY 


& 
ear sett We 
| because of its Positive 
GGG GGG GGG GW 
58 


LET EVERYONE KNOW THAT 


CANCER 


CAN BE 


CURED 


BUT TREATMENT MUST BE 
STARTED IN TIME 


Pin $1.00 or more to the coupon below. It will be spent 


1. To enable this Committee to maintain its offices, to distribute free 
literature and exhibits in schools and other institutions, and to direct 
annually thousands of sufferers to physicians and hospitals where 
they can receive treatment, either free or in proportion to their 
ability to pay. 

2. To furnish you with a supply of labels for your packages. 


3. To send you a new, highly informative magazine, the Quarterly 
Review of the New York City Cancer Committee, containing valu- 
able articles on the diagnosis and treatment of cancer. 


Cancer now costs America 140,000 lives a year. You may save one of 
these lives by sending your dollar today. 


NEW YORK CITY CANCER COMMITTEE 
130 EAST 66th STREET, NEW YORK 


I enclose $1.00. Send me the Quarterly Review for one year, and also a supply of labels. 
Please devote the remainder to your work. 


Name 


Address 
If you are not a resident of New York City or Long Island, write for information to the American 
Society for the Control of Cancer, 1250 Sixth Avenue, New York. 
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